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L TbeMunhiml Sacrrrttlsrlt+rket Tfdru 

Thomunictpatrccrrrtticsmrr*a soffiFiEcs ryelmlmtcll' 5S,000is*c and loql .' 
issucrs'rrith rn outsrndingprincipet trnouff sf *arritics h cxeceeof $l.t uitlionJ In 

lgg2, IZ,7(Bnewissusnccsof municipal rocuriliestookphcc, with r \lrtsc of $if5 biilhn-' 

bilnkf, endHs*cnf$ceCheruA & B). Approximatcly2,600 ffiHnidffi roanritins,detlcf,$, 

ecrivclytrrde in municipal tcsrities.t 
: 

n1gtypc$ of mqtriticcmunicffiti+r gnilE$tly.tssucincltdbgGsqrilobtiggion 

bo6ds,rcrlanuebonds,endconCUitrtronds", q! obligEtionbond$arc scqurcd hy thc fulI@t 

f,aith end credit and gene-ralU+S porei of tlu iesucr,{ A holder of a gcnor*l€blig{iton 

bondmaytrosk for rEprymentto all murces of rcvenuethatthe municip*lity is cntitledto 

rpccive.' Revenuebonds, on the other h*rd, rre rypicetly issuedto $uppon r particrrlar 

'Cofduit' tonds-,$@ nspmjccr,andalepardfor out of rcrr€nuc$ fro*- nel ppjpt.t 

irrdgstri1jdevclopmentbonds,aru sccurities istuedto financc a pr{om $41is to bc utcd in 

( tL; tlade or busincssof a privatecorporation' T1r:;rlly, inve$e$mus h"t( solely to ttre 

creditof theprivateenrityfor paymentof intcrect ard prineipal.P 

Duringthepatl f,ewye+rs,the n*unicipel bqndrn*rftethascxpertenwda proliferation 

of complex derivetiveproductr. funong rhry ercFrirnlpaland interenl strips,t'pootcdi 

veJricles, qptidtt,ttsildne1vnrirbleretegecurities.tt 

Thc$Enewforms of rnunicipllsccuritiesilfe destgrpd to'rudscel$ru$lti tostswhile creating 

munlcipatinvestme$t detrch+ble:cell 

rccrrritiesthat meet perccivedinvesrmentncedsof partknlartlgcs of nrunicipalinrreclors. 
a 

fte corpplcxity of new productstppcrf-$ b be li$itcd ourlyhy thc ingpnuity of inrpemcnl 

benkcrgard intprent limiFrbns on isnrgls rs r rcsph of sweild.fgdTnt hws, rnqh$rBl 

fcdcrat	trx hwr. 

Ttrcprufileof the tllical invccrorto munlcipl rccuriticstl$o hei r$|IlgFd ,. 
' t l  

:  
I  "  	

bon$ wcrc innitu$frlq drrnaticaltyo*r this cerrtury. ffistoric*fy," ifitssffir in nuniesl 

endunalrhytndlvidualswithingm nke advaryigc of thetrx+,t$,fiFsl,fl,ttt$:ff{{fu lon"­

r r I  



scrurltico( 
rist-'smrrniffI rof,uities." Tlreint6q$tlcsn*wdby tOldcru 0f qtqqffiniCFI 

wu cr.crusftumfGftrafhcometrxstiofi,sndin mrrc dter,.ftofi'4F d tocd 'Unqmq' 

11-r6"e ud thus wrs ycfy rttnaivc to tsilpililH$in frigqr urr tfackcts' Wlth$c 

changi6ginqqtry F ( 1rt3srPcrson$of rnoqqtnodcl4c isqfEf,fitfgfyhnvcinlaqf in 

rooiryl {cflrirh$.r' Todty, lrwschHr,ir*.thp laryestholdcrs of munffil ffit, 
: 

fottof,E4b; muniffi trord munnl funds,propcfty r5fl csludty lnsritru-, 

borks, end money nadca funds.tt6E Chril C)­

At ftc sr$e timc that tlre invcsors in rnunicipal searrititx heve bocomc molE 

ivsEc, municipel frnnncingshrve becorrrc',incrtagirlgly aonrplex,.At CIne time, gmeral 

obllgation bq,nds wcr-e most prevrlent. Todfti, horverer, most nffiering*concistof rGvenue 

boods,wtricn are nor backcdby ttre fuU frift afid crsdit of thc isffrcr, ud mny hsve tlE 

por6fltif,tfor grcaterinvestmcntrisk. (S$ Chart D). In rddition to thc trtnd eway fiq{fi thE 

gpngal obligationbond,there has been rn increere in issuancesby urtrflory authsritiesor 

( sPcciatP0fpc".prrb.Ii;colporations-P*rtly.asilgsultofthe.in..etingcomptxityof 

ncgmiated r-*thcrtln$ sorlpfititiwlybid undetwt ritings,wundersrri{ngs, undenvritings, 

now muchmorup,revelentthan in the pafit.tt GgSCluft E)' 
I  - ! ' r  ' l m a n R e r i n  

E$h tlre ctrurges in invenorsandin offeringn hwe qmscdshiftsin tht 

which mnicrsal $curiricssre meflcrileU- Usre divffseinvc$oruhavcditrqrcrltoqigcthlcs 

thatmnst be setisficd, afld theEruarernumber of rrnaller tnnsactiorshes irrcrcared ttF costs 

of ittuhg *.t*ltipul socUrities.r Furtherrnore-*o *tO*"@O of mqrpttl derivrtive 

insnrncnr$hasincr€f,scdthediffrcutty of pqh inwnort nnd snFrpooplc tn ulr&ffiatdlne 

tcsc ppducrs. TIra rellrive hc* of s@@hiltioq of tndtvrdunl*purctm*fogmunicipet 

rocrritirsplaaesr grearcrreqponsibility to d€tcrmins thg inves*nmt srt on salespoople 

'tartUividuahand tncrtnnfr$ on dJflopm e'uryraq: M:lt{lhtl*ry 

mnniricsrwlrtr|ig" mus be reviewcd lft,,lisht of inost'Oi"ctsu ma dynnmic dct'Gl0Fffiffir. 

L 
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E 	 The Resuletolv Strrrcfule 

Ttrc Es*cr for municiprl mcuriniccmr l1gtty unrtgulucd s tr* f-tdtr.*.f fcrrOfm 

nuclrof thir contur1,.DoththcSt"ttliq AS of 1933{.$ocrrridcsAfi'f ltd thF 
: 

Arr of ,lgl4 (lExchrrye Arr')a wcrc Gn*HFd'with provitionrcomefori4ry tilcilPtioo$ 

offor mu4ir;ipatrocuriricsfmm rlt of thairptu-Uisiotrfrcxn4 	f^r tho+Siln*rdFrorrrsr'oms 

SmrtitiesrAct$osionl?(a)rnd frcnn46c Arr ryfiFu,iO(t). 
FEwqiniundt+ gEiofifi14hS'?XDuring the mrly lg?$s,tft* C . qpu-eft1 


munierpql*curitiespmfensionats
for s rXtriqyof ebusiwpracticcs"l$tfudlngexccolivc 

' mer*-ups,churningof customers' accoltnts,m-MWryruafionsqryqqi4$ thc sntu'rurnd , 

valucof municipal,uecurltics, asdhighgrursurcffilasdirrqgrrdof quiabilitysrsndards, " , 

rcchniques.oIn light of thoscty?e$of proUlemrin th fiartct, * **tt rs the clrffiFittg 

pmfitcof the tlgical lnve$or,thegrunnthin the sizc of the mu*4' and the l'tt'lfly, of tlfln* 

of tg?5 (-19?Sof dcbt issupd,Cong*ss,aspartof the$ecsritie$ActsAmendmqfltE 

A$wrdme.,s'),ilclgatoda lirnited rcph,qr5, rlp1n,e.afthef@,r*l'lcv*i,* Thet tctE,nt" 

includsd mrndarory registretionof municipal scquriries brolqrprrtddsatelg,rnd crurt* of 

theMunicipalS€clrriliesRglemakingEoan*{"}'{SRB!1withruthoci,ty.to,prumulgaterules 

g*u*lng tlre Eslc of municipal seeurities,,Ine{ditiol; Congrc*oSFvtttH Qmrmuson 
,brosd'nrhmrkingand rnforcsment aut!.mqi,tf 	 rudoverell munrgiiryl,ractn$S,'broJcerr 

dealers.s 

fire l9?5 Amcrrdrnents ftrmsthu deah onlyin ruuniCrnal ryqui,r-cd securitist,a$dthfl 

op6trrrdor an tntqfst$ebesis,rc regirtcr ffi$ thc$ommiui,ona* bmtcf-Ogit€ns- Althulgt 

municlpalbailkscontinucd 	 Sqt|{tFt,ntO be cxctudedfrorn fts qe4ry-{f.Ut-o-,mr+sfcr 
rccuririE$Aton wqt &fined to irctude eny porsongngafid-in tha tmy{*g o'r sclling of 

rnunicipalram,*tic, for iu ownecofftm;inqludin$"sr{pqnt+ty@-sffi+ft d$nqtscotor :,, 

divisionof a bnnk,ilandwerercqukrd m rqf,Ser *fih thcCowqniSOp-In addl$ort to 

betrks,fnmt dcnliEg in municipal rccrr$irc,o* rn irnn$+tcblsh, *'!ridr rlerB tlot prwbutly 

f 



rryfmqrry',rqnqu-,mqUind at rnuniffit urbjesto Etclnnge Aq rugisrarion to 

rd;uririesdcrhrs. 

1PTSAnadmcns rlso Gqreblishad * i natf.rWleror$ olgt+rylti9n;, fte thc$$E 

('SRO') for brolcers rrd dcalenin municipalscflrilial TbcMSRBhrs r 15 mcrrrbcr 

boilrdrharrtpnrcrru non-bat*bro*cr{ethrg" bnslf,rdcf,&tl,rsil Elfimber$of tk ptblic 

s4cludrnern irrucr mrercntrrive).f Thc hilSAB, uqlilnq$lf{ SnOr,t4E om gi*oit 

ioryr*ri* o, *forom*t prg.wefrsr $ a mernbu*lp orgeaigatisl.norr,f,sit GH[tGd 

In etnhlistringthe M$RB, Conergfi$-F!{ r titHIE nrkmreirg bqdJwhomrulcs 

lAliod qtralb'r,e,bsntffiyd non-bants.ThcM$RBiqryq tbofnAntssiod's tuptwision, 

unasgfwn rulcmakingauthorityovermuniclpttW+rltlts rskers ffrd dcater$in theilsrs, 

arilorgorhcrsiof profersio*rtqualiflicatiorr&rsf,qdksqilg, $tstltiotls, end advcnirin;.P 

of M$EBrules. tuguhtoUCongrqsdivlded respgnsibitfty for enfurc+fnoot $1k 
agrnciesweregpantodenforcsmentauthorityreg&rdhg,thcscrulcs o14r tnnk municipal 

scsrrith. .lcal"rs." ?t- lilationalAssochtionof SoruritiesTlflalcrr,Inc-f 'N^lD*) -',ts 

gnnrederforocnrcnrsuthorityover non-gpnk f-rrmsragiqrcrydith tbe Cornrnlsrion.ttTte 

Cornmimionhasbroaddisciplinaryauthorityowr all municipal$eflridccbro$rr, @lG[S' 

andtlrciressociated rctiviliCl rrurrdingmunicipafsocurititsfuhilEpersons.ttEnforcornrnt 

ffiustbecoordinat€dby the Cornmis$sn"tlmlN-D. andfheryp+opriarcrtgqhnry 

agqrcy.n Ttc l9?5 Amendmensegornen#d tle Commisdon'sryscielir*dbre1rcrderkr 

' anrifrard,rcmrdktrEeing,andleponhgnrfwnqklngaltlpnty to m'unicipalsd{tlttith$ 

' dealcrr.s " , 
The t9?5 4,mqBOrrcnts a rc$r'hto'lyrcgimefor murdciprlissttGmordid notcrunm 

ltry"r" ray new requircTonrson the*cmunlElp*ltstuer$.tr.*t${, the l9?5 A+t:Y ,*ts 

cxprcrrtylimitcdtheCornmisston'rrnO$sh{$S$'r ffity to cstrHi$ municipe!issTr 

dirclorureruquirymgrns. *r.rdthe M$SB art Ftohihttd frym q€?!rl4n# ,TheCom.milrlqm 

munffil socuriticfisnrcr,s,cithprUirpcltym furdire*ly, to lilc ury eppllnrthn,lEpolt' sr 



( 
dmrmenrwith the Co nmi sionsr thp MS$F pry * ury sf,hby trc itrysr. TIE l9?5 

do not, by lh;if tcrmE,prcchte tho qqqmissionfnui p1uryry@{UditchreAmcmdmcnts 


nududs in municipeloffcrirgr, dtlrulgh th#ryir m qxpmsrmfryuqryrrntroriryaomriacdin,
 

ft ExclreqgrAfi ovcrdisc,losurcby municipt isnlar. fhc MSRB rbo ir prohihitod,
 

Githcrdirrcly or indiructtry,fmm rcquiring issrcn to furnish invcgonor thcIf,SRBwith
 

rny .rupo4 doeument,of .information'rreilfpne*rltyereilrblcfrs$ a purcs qilhcftbar tftc
 

irsucr. Thtsqfiflionms in&rdedto mr*c derr drat ttrc tcrish$ wasffit Ssigrmdto
 

flfijcct $etcr,cities,curntics,or f,nyothermunicipalauthorities,to rny disclonrrc
 

thatmighr bc d€visod by thc MSRB.r" Thesercctionroollcaivelyarcknown 
' 

rcguirurncnts 

es thc'Tover Amendmtttt.*tt 

Sinff thel9?5 Arnendhents,theCocnmi$ionharmcommtndcdlwishtiw ctrnosrs 

rrd, in particular,questionedthewisdomof the limiutionsimpoecd.oIn 1985, the 

Commissionrdvocatedtherepeelof the timitati,ons imposedon the MSRS'snuthoritytn ilte 

( rftcnrrathof thedefaiii on bondsi+"rcdhy theWrshinstonPublicFsn'r'',$unply$yst'tn 

('WPFSS').DTte 1983defeulton $2.?5 billisr of STPPSSbondsieeucd'bctwccnt9??r$d 

lg8l wasthc lalgost non-pf,ymcildefauhin *runlcipal bondhi*ory. A Comrnision 

irrvestigationintothe circtmstances of thedafeultfrighlightcdttredeficicntdisclozuremrde 
:' 

to investorc in wppSS$curities.* fire Comii$siqn sugge*edthatbrsf,dcning,oftl*e 

M$RB'snrnhoritywasf, wayro rtrengffi ditclo-*urre, ,municipd,socurities andwes the , 

'lces intrusive*merfis of irnprovingthe flow of informationto irtvcsors." ln 1987, 

Chai!ilrlnDav RlrderflErincatlcdfor rupgt of Exolmlqc Act STfn I9F{d}(2),
ry* 

by r curcera tlratlmreruwcrenot mrhhg ryP-- of diselosr.le svrihbleto
|ry 

urdcrwritingsfficrtru.b lt e Cqnmiqqioll*Uffiqu.nttyectoddinxtly to rddrcsrtheirrrql 

highliglilcdby Cheimren Shedand Clnfumm R$dcr in its adqtion of Excmr4cAct REh 
' 

tic2-12 srd scoompnnyrng *ra Orre *rntqprurtio,*b**ttfrtg OilEolw -fd*n* 
imunicipalseqrrftieru@rwrfuers.n ,, 

mailto:u@rwrfuers.n
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 m. Ilerhfit FFta'tuf 

A. Pon+tlcat r .ContriUnimi -

dedett,1l13q rd ttlilsd ryt*k*, hivc,mflde, 

prlmcnts, potiticel conuibutions, or enrcrcd into businocs vcf,tltttswithpoHicrl figurtsto 

obtain the undcrsrttingbusinessof municipl' tio lssncn. ftfi$Gttpottscetl into 

qucstionttlc itrrcgtity of thcnuniclpat *ltlo rnd tho bu$incrs pr,rcticttur"nicrynt 

rcgirtcredmrmiciprlqccuritirm *PFryT: 

!-t* 
undem,ritcrsuseto obtain underwriting wrtrrcts. Iilirhurt guidelinesrEgstdingpoliticd 

coutribnrtionssndtnfluence soekhg pr-*ctieqs,rrtd-,$ocguce toof,grrntoolqsctitiwF[EssutEs 

otminbusine$s,municipalsocurltierfirmsrrd thc sffcringprocuusmry boqqme 

The use of politicalcontributionsrnd influence buying to ohain municipal 

undcrcrritingbusinessraisesa number rof concqrn$ for tho municipal mcurlties mcrkeu. If 

'ritor'i'potiticatirfluencpi" .hGdeterminntive 'l,i choiceof muniqipqt dgalcrses 

undenwrite,rs of the underflrfterto conduct I in en offering, the ability rnd witlingftcss 

thoroughduediligeneeinquiryistikelymbeconrylpmited.Ifundorwnter*iectionir 

swaycdby politicalcontribution, irrfl,rqrme, mayht clroson bamd on thg$,underwriters
"r 

theirhistory of contrihutisnsor potiticelffintlct$r rathsr thru thcir expq$reor eompctclltt 

in a particulartypeof municipal issuencc.* Undewriters workingona paniorlarhsuance 

mry boasslgledsimilarmtes, t$I* on oqrdvnlcnt rirks,but bo glv€rtl Ciffersnr
"nd 

rllscrtionsof bomds to soll-- lcading to difiie{ngFrofrtts-: be$donrylr polftieel 

contributionsor contrfls. eonflfil rlm maa add,ul olerrgt of cxperr* !6 thc 

costof underwrlting a rnunicipal issrnrrcs'tbh.fuav.ry1||l' pqssfidotl ts taxFqycrsin higftcl
- j : .  . . , . 1 : , . . . . / , .:  .  

. + , - : - ,  

issuanceeofits. Underwritersmly denurd higq ryreadsto aooosntfor such ffiPe$scs. 
. . ' . . ' . - .1 : :  : {+ ; ; .1 . , , , ; ; . .  * i . ' . r - . , .  . - ;,  J ' - : :  . .  

Thegrcatestaofl t0 undisclo$odcontributi n-9r lmpryp1pfigntfit$rhmrcvol,may$1t m 

the loss of investorconfldenccin ttle tr -f *F i*rtJ 
'  :  

r  , + '(
 



( 

with rcspea to the uso of polilicalcomriq'*@ rnd othu ftrffi sf politic*l irdlq4moq", 

inctudingpossihhfunprWerp-Eymcntsto fimmial rdvfuom trd othcr tbird pcrticsfw 

puryo*r,of inftucueingirsusrs'ceksion of 11p ficqs' OnJuaP 4, lggB;thc$Fq** 

Commi$Bkh'sDivisionof Enforcesrcntmry4@ th*t a numbcn of munftfunl lcerrftiw 

bmkcrdeahrswho engagc in rignif,rcarrt municiFd rttrrritbs urdcrrrritirg rctivitfus 

vohrrterilypruvideinforruationon their Fdittsslcontrtbutionsor rrrgrupm@,s 

nrc $taf sqrghr infonnationfrprn finns rcgrildtrtgalt'municipd murritics offorhgpfon 

whichthey rcred *s nrA or eo-lcrd undcruriter or f-rnnnci*adviser. Ths St#f aleo hat 

rcgucncdinformationabout cach firrn's pnb"{tt*t, if *y, thst*Cdr6$sfir.u or 

. undcrwriturg dcpartment politicalcontributisrs,m wtll asinforuruion rbout cmruibutiurs 

madc by cactr frrm urd ithoffrcialsm eleacd offrcials or crnployecs of governmentqgencies 

' *nne"toUto municipalfinencingsbe-ingt*-dl"d by eech,firm. Td $Fryislprtrcltly ,, 
, 

,revicwir-the infonnation receiverlin raryonscr,o rl" tnqui"" TIe $rlff lu unf,ble'&t this 

time to drrw conclusions Fgerdingthe extont of politicatcontributionsby under*'ritersrnd 

othcr influcnce secking activities, sr the fedcral securiticr provfutonsthalmry beimplical+d 

by such aptivl$es, ttroughit expecrsto heebh to make e funherqryry *fter futty fnalyting 

all of the irrformation it wilt evennrellyrtccitt. 

The $taff alro has mrde a prutiminnryrrvies of both the euthrity of rhe , 

Commissionand of the MSRB to regulatc rnunicipal undsrwrirers'gifts.and potiticel 

conuibutionsto cmPloyoet of municipn! i$rucri.'d f,ru Steffbelictc$ tht fu Cotn$ififry 

has srrffrcicnt n$hsritl urlderS.*lorr ls(*lq) sild t?(sxll of theryrylgq Aff to rc$irc 

disclosureof potiticateootributisnsand ufter pqymcrrt$m obnin potiticatinftnnoc by 

municipatundcrrrriters.Excbrngc Act Rrrtc l5c2-I? urrrentlyimporerdircloeurt 
. . ' ' - , . '  

Oisscr.tri$athn$quircfli;Dtron municffi undrrnruitcm.lfu di$qmfid b6lout* bquicwfi ths 

nrledoesnot currcntly contsinryecificdirchsilretusrirernenBwith ry to the isrucr or 

( 
t0 
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thcunderwritcr.In$qd, un{rrwritor diss.lorurt prorbhnsffi4i{iqr{lJ h*rru'bog{irnpofiGd 

by the IISRB. 

Ttrc Strff dro bclicves that thc MSIB hat thc euthority to &gulercundeNlrtitcrt' 

try.od Fdidqqlcor*ributionsundcr:thet9?5Artp-dfl.ltr eng#Fcificiltly,$ocriooISBof 

ttc Exchurgo,Arn. In Gsafiing Sectionl5B of tho Hxchilge Aeq Cqglws providcd tlc , 

DISRBwithbrucdruhmrking authority ormr municfpat ryry1{* 
'm purpory:ard,mn#frds-Twoprinaipd,FrypofiF 

l5B irrcludfi'th" pn*rmiortof fraudulom f,$dm*nipletiverqr fid pryfiisc[a,fldtlffi 

prwtion of jurt urd cquiublcprincipierof tnde,' Thplegichtlvchicrw to the l9?S 

Atnendmentradopting Spction l5B sutcd,lthat Congru*sdid not bclieveit wouldbedesin$te 
-The 

Sutnionl5B's cnuncnrtcd of $ofiioo 

to rcsulct the MSRB'r euthority by e sppcifia,$u{ncfirtionof ffimt 

ingenuityof the financial community and the imposribility of enticipeting ell firture 

circum*arrcesart obvious rtasons for allgwing the MSRBI a mernlreof llcxtbitity,in , 
layi'l rjown therules.f the municiral socuriri.r irdustty.d' 

B. SalarPnaiccs 

Tmditionelly,municip*lsecuritieswercconsidercda safe, but conservetive 

invcstment.Municipal issuers commontry uniu $et $old converrtionalwerr gryerrrmonnl 

generalo,bligationdebtinstruments. Bocaurc for many ycarsintcrusr re@s wcresteblc, 

pnrrchaseruwhochoseto sell rnunicipal bondr befofs rudomplon frcodltnleriskof losa of 

Priflcipel.Thcbuyersof municipat senlriiie$ werc ffiornry{rtly in$iniltonrt invssors ryrh 

rs bsnksrnd h$rf,ilffi gorpparlies,I Thsrc idividuels w,hopurrftruedmulfnal securitics 

oftcnput thcir funds in thc securities of local issue$ *ohorccrcditsras known and re+ected. 
' As eorditionschangedovertheyeartrthcp'rotcctionof invemorsifi the municipl 

marlss bootr-ltc a grcat* cornFrn. A wlduWrl4y of municipqf inlnnrqcmali&rhrve 

cmrrcd tht municipalrpFuritiesmnrkcq bondsnewforms of municrpel lrlvctocn@@pg; 

interst latcs havcErownmorc volatite; rrd idividuat inyesors havc beconrcgtcffir 

rr; * 
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inlhcntmartss. fiffiqfrtffieetuilcdww rtukt fsr nryc * * ry4icinarru ry , , 
muni$palmnteffi,rnd haw qldetheif,iliriftd hvcsor mofa onthal4d+ry'of'!h$ry 
nlepcrsur at e munieipt rccuritics bto&Gtd!f,lGr. Ar e rtsult, Sc rAr{etion trd ovursigm 

of thc nlcs pnctkps of municipal smrritics brokordalcn hasgrcffn in inrporunoo 

In rclpqrsc to ttc,rc dcvctopment$r Qougru-${n lg?5 grrl*Ed thn lf$RE thc r!filrf$il 

mO nqponribility to devclgp strndaldsgq*ot *e ** rUcsectivitiasof bruftcrs ild do*lcrr 

in municip*l scorrities. At the srrne timc, €mgrc$s grw thc Commlcsiflt n*ho'riry to 

ngulate directly the municipal sccrurities ectivities of bmkcrs, dcalcrt, and mun*:ipal 

' $trrritics dealers. ,,' , 

As notodebovs,prlor to ttre cns,$mcnto'f ttm l ?5 4$q$*ffi; the f,ftlvitict of 

ber* deelerssnd secudties fums as municipal m*r{cctprofcssio'mlswGnEgo'rrcrnedsolcly by 

thc ryuifrardprovi*ionsof tho foderal$ec$riticstrrwt.s A ppsrqryputposeof.$Gctfoilt,l5B 

of the Exchange As, rddcd by the l9?S A$GndfitrrNti,is t9 esatlirh ruhs govwrrfogtht 

conduct',i muni i1:al securities br' erg rnd dcaf ;rs to prcr"il fiaudulem. od ralliFll' 
," 

acmandprac t i ccsandp lomote jus tandcqu imbtepr rmrp Ic ro f t rade- ' ' . . . . i .  

l. MSRB Fair ErmriceRules 

The MSRB has prcmulgetedrulcs of fair pree*iceto rcgulste the cord$ct sf 

municipalspcuritiesbrokers end dealers. In geniellar, these ruks, shieh are dcsignedto 

a$surethat brokers and, dealcrs obrcqve hlsh prsf.erslonf,lstatld4nil1in,lhcir condu$t towild 

cu$tomen$raddress fair d{fupg- $ulutililtr, rfil- tW pr-icing 

MSRB rulc G-l?, the MSRBb gerrcnl frir dcaling rule, rcqufuw cach ffilniclput 

soEuriticsbTec{ and denler, in the oonduds of it* tfl*tness, to dcal frirly wlth atl pErsons 

uU prolrititsanydqccplve,dis@n, or unfrlr T1$ MSBts nas Urcrpmod thir ryry. 
ruqutrcnreru amqngq{rGrlhi.1qrthsr * 1$F rt orto mean, musditehc9to s flr$tT{rG1, 

bcforcthetime of mle, ell mrterid f{#ils ry ttp tlensqlsF, fuduqFta comnHc 

Oercripionof tlro rcarrity, andmu$ rr*fr offiil *y fatr tltu ur416ryqqqmy ffi*r,' 
"*ni+l 

{
 



( $atgmcnrmirlc*ding,aTherulc rcgrrtrcsmu ipnl r+nritics brolffit sd dcabrsto pron@ 

1rrsffir$ with srfiieicotrirtformrtion to cnnlru tht tlis?urtorur aflnryt+ t lutfqoodrld 

i .informmdiavssncntdadrion. 


Urder thc M,S-RB's
rulcs,thc tsrt for ditdmrrc ir whahcrSg informrtisn wo$ldbe 

rdwrm to e mr,wnrblc hvcspr EcdftEto msl; ln inform+ ir,*offirqt 4*.U4*." f*t 

axrpplc, ttre credit qptfty rlra Ure cxirtonctof qrly ruOcmpion'F its-uHt* 

rglcrrrntto rtrtinv,cstqr*rrd thl$, brokarsfnd nwhns'fiiusdisclffi tldr infomrstlon to 

iowsors. If thc cr dit qualityof sn issnc i$ $rcfitionablo,ol if * cgdy rnfltrnflion wquld 

asaffoctsubssntiely thc arnoirer's yield,the inrporune of ttrese disclourrusfulercilscs, 

Ooes*rc ryccificityof the disclosure requi ." 

TheMSRB't suitrbility rule, M$Ril ruh G-19, rr4uir$ hmkers aud dsslnlt- to knqw 

to srl$omers, 


rcconrmendsd 


theircuuo'rrrcrsrnd any rccurity rccomrnendod utd to Gdfitttt tfrat sccuritics 

are suitrble f.or thc customor. MSRB ru,le,G-I$rcqulrcstftat bmkcru anC 

( 
dea;.:cscither have pqioi*nowl+Ugeof or ilgri- *out 'the ru$oflrcr'*qqglcial 

backsxound,truistatus, and invcctmem obj ctives andrny otlrerrimilrr infogltslisn.'n 

MSRBruleG'19firnhcrprovidestwo reryimrtents thtt at'e appli@c to each 

recomrnendatlonm*detothgcttstorner.-(i}.orno,r,thesecunty,*a,,d]t*,l*reoomrnqId 

onlythorcrccuriticitlplare suiublc for rhepenhuttr eu$toilrer. 

noUoqtng rpports of invcstor lostc* in rpcculntlvemunicigrl sop$rfties, ruch at 
-

GoloradospqciCl,ars&s$iltcot in Mq,,lI99? $rft Sqaftof Diviriondisrricts,t' Co**i*sl*'t 

of.Ir{r*cr R4rrtrtion('Dlvision"l arkeApc l*{$ng m rwiow it* mrinbilfry rule, In ,, 

prticuler, ttc Divisionwasconernedabour the seh to rcreil invcsto,rs of non-retod bo{ds 

rd rhcpotontinlfol rcliflnccby derlcm * ** * U, * f.qelroh ir tfr" USnBd ryeprryq 
. .  l : .  .  . . . .  

ariubf,liryruh.s 

' Tosst$fyt[c M$ffi'r mn€nt suilntrllty ryTrltTtt, thc@qr or delcr $!q 
mus have rucsonrbJe ro beliew *hatlrhe twomrncn&tionfu,stittHctn light of thpgror,rn{s 

,:,r:
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id-ormttion thrt il hnws, or,havc no ,gmrydsto bcliflrc$ffi $Nc ,um-m*&tfrmt 

taIsllUbtc for th,qrsTorner if rll of guctrhftrrm*tion is not firrntrhcdor lcllo*,n- Tte 

Df,visionurfcd the tdSRB to consider *hcdler btfu$ rnd dcrhrg *ouH in ceeh crse be 

ruquircdto oDtrinryecificdinformuionbrulng on nritabiliryprbr o rhc rcconrmcndetion 

or thc tmruegion. In paniarlar,the Divisim r*Ed thc MSIB m rwiew ille GtrGcr of rh 

Prwi$klnof ITISRB rule G-19 thet pernrftsthetnsrrdior roooqrrif fu brcker or &abr 

hclcs relorittrt tnfarm*tiori but has-no rurgnrble $'flnrdsto boliorrc the ruoornmcndrtiqn is 
t lunrritrblc." 

In rcryonsc, the MSRB begana complae reviewof its srstom€r pmtectionruIes, 

which is still underway. As pan of its r+view, the MSRB ruque*edcflrfircf,t generallyon 

how cunonrcrprotectioncorrld be improvod,* aud ryoclficallyon rmcrdmcn$ rc MSRts, rule 

G-Ig, to $trygthcn rnunicipalbrukers' and dcalers. *uitabllity oblignttons. In lune, IggB,l 

thc MSRBpublishedfor comment amendmcntsro M$RB rule G-lg ro strc$Ethen the 

suite'rilirurpqui;ements.nAmongothrr tl*rgs, the amadrr. ilts to MSRF nrle G-lg w rlld 

ttquttE municipalhrokers end dealersths-tttegmmcndnny municsnt socrlritieo tranc*ffion to 

hew rcasonable groundsfor belicving rhe recomnsrderion is suitable. The amendments 

alsostotlldrBquiremunicipalsecuriticsh@qq,,s$ddqshruto mrkcigsonrbte effortsto 

obuin infonnation frorn non-instirutionalsusoilncfs conoerning: (l) the crrsomecs flnami$t 

ttlfills, e) il|E cu$toJrer's tax statu$,(3) ilp,s11stttn r'g]lnwttqlent objeuives, rnd (4] 

informarionconsidersdreesonableand nccessaryin Ee*ing rccommffitions b cusromc6­

MSRB ruh G-lO rr{pirel dealen * rffrq ffqns"#l*F wirh qr*msrs rt ftir ud 

rcrsonableprica$. Underthis'ffih- tfe ftimmr aff rpsonablcntesof thc pqiceof r 

tranrlcdonis dererming{ in tighrof atl rclrynmfl1offr forcftdng:,(t) ttn be$t judfiilrffi of 
the deeler rs to the fair marka value of the *curities at thc time of tbc trensagionaad of 

any rectrrities cxchangd or tmded in coruwion ,wlth the tr**"iut, (2) rhe expurss-l 

Itl 
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( inwtvtd in ctrocfing tbc traryrc*ion, 6),thc @ tlnt tltc daeler is mtilhil to e prufit, rrld, 

t
 

'­(4)tharcrl dolhr anqrnt of thc trB-nfff*lon.' 

Municipal ronrfihr brokers ild eshrr hrw m oblis$i$n[o dfirliff,irly with Fblic 

custsficrs.* This duty of ftir dcaline rr*rry rn impticd rrenq*udm $ilthc prieua 

nuniqiPalroarritiesbmkeror,dealcr*ry hcrrt r nssorrebJeffiil$iqryhip to th 

pmtiling me*a pdca'il trf r brofuer or p{iceto I cu$tomerimtMcstn cxcesiiue$Sii 
mart-up owr tlre prwrillng marlu p-ricc,thon, sbscnt properdirelosuru,thodcrttr hrs 

violaica rhe entifrurdpmvisions.n 

To derenrrincthe rnerk-up clm.rgcd t* thccustomer,thedcakrrnuudttcrmincths 
'prwailingrrrrkctpricc."* Ihe dealcr mark-up cguatsthepricechrrgcd:tothccustpmer 

lessthepmveilhgmul*etprioe. Tlre Commisrion has held that mart-ups on dcbt f€qllritlo$, 

inctuding municipal socurities,are expocted to belowgr than mark-rrys on oquity eccuritics.* 

Bcccntly;theCommissionrphetdan NASD dccision finding rnert-rryr es low ns4S to 

vir' rF tlrc nrles ef th^ \iSRE." 

2,. Disclosurcof Marft-ups 

In thecguitymarke$, cxcsssiv* mefrt.up-rrre addressed hoth by dirnct mforsemcnt 

of rhe antifraud provisionsand the NASD's mark-up policy,sand by disclo$sre to custsmers 

of transaction chargesimpomdby dealers in principeltndes. This dimlosurc, pnrvidedon 

cu$omer cortfirmations, includesmark-ups chargcd in risklcss principrltrades in cquity 

sssrrides,n4swcll as the differcncc bet*'cm thc rqoncd rade pricelrd the priccto the 

tilstffncr in principattrrdesin rll exchange-tisted $d HASDAQ cquity mqrities.a In 

colltnstrln thc mulri---c,l'pi dcalertfing$*iqn ctrlrgcq ltsmerket(andothpr rteH ffiarkets), 

not disclosod in rny form. 

Cuutomereonfnmation fiormurriclncl tralrgrsions ls govcrnaOiydlscJocurn soeurirics 

MSRBruleG'15. Tltis rulercquircs disclonrre to cltsrflncrl of tle &rrtrlunt of oommissisr 

or otk rtmunerntionroccivcdif the *us*ssnribrot *r,+oafur is a$hg af tEpnt,but tho nrte 

r5 



( docgnot$rqufuEnrart-up disclo$urc for prtq#t tnn*ratlEttt",incltdingdskle*sprinclpal 

tren$ctisls.t 

In rhcpflil, thccornmissiontry putilifihc$pqponh to ry+rlrc*qrtrIri"t-rt* 

of mg*-ups in tisklcrsprinclprlOlsclomrru ln nunicipnlrlrd orltr-dq 

rcruritics." Ntlnrgh thcicpropq$Nls tln $S ffifupr to bulitYowcrt mvcr ffiGd, 

ar nrrr*-ups in risthcs princsf uil$acdurs, 

erd wherepncdceblc, otbcr p"rnciFstrrar$auionsin dcbtrccurititn. Afthilgh yicld meybc 

of primeryimporunaeto inve$ors, this informrtion wouldellow iwegms lo nrdcrunnd the 

co,luthar effocr theyicld. It would allow inrrtstors ro obscrw the treruectinu drnrgcc 

imposcd,by r bmkerdealcrurd'companethc*celrrggeeto otharbtsftordffiIGr$ro[foW thc ] 

sf,mcg0curitlcs.It rlso uaoutdellowinvsstor5to cwnFcletrrurcr-cm cnsms in difftrent 
. 

tbrt inucsor3 wotrldbpncf,rtfronrinformetiear 

MOreowr,muk-updisclosurcin ri*leis Ft{r*ipstqradc$ryFeatrto bernoref0*sbfc 

ften it wesr dt "rCergo. Advencni in orrt+rpTYg eno1p,{tr,f;r4hnologyhrve­
{ 

' srrb*rmi*llyreducodthecssts of tncking e{rd cgn{ry,i$ rn-e*rupstn rykftr$ ryryciFtl 
tndes, In addition, $incethe carlier proporalr,thcCornmis ion ln* t4d subsantitl , 

clqeriencewitt disctosuruof mark-upsin rirlnlew pdncipaltransrctistl$in equitics, etd'lBf 

notobscrvedany harmfirl effccts on thc c+rity mertas. For thesc rurstlrts,ttp Strff is 

pnpa$ to recomrnend cgnrlCe,nfi,onrfor Cornmission a pluposeltolrgquircdisclourt of , 
merft+psin riskles-sppnbrFal$adssin dgb!rocs+i{ics. 

3. 

In odcr to Gflsurc that sccurities indrscryprofes*ionahrrp hpwlodgreble abo$tfrG 

fffianeialproducmthey sdl rnd ro msisttn tha Fpryqctilllof inle*on, ther$R0s r:qum thnt 

pcrffi apptyrngfor poi*tonsasregi*qnd rqpry ves of $eut cr firmspqssan 

exrninationEqing their knowledge of morriricr groductsrrd pr:rcim.o Fsr-cxrmpc,a 

lreeisc{mdr+prereftrriv€ musrpessthc s"i*i z exnminati* tG*r"-l Wu*iles 



(	 Rnprcltntrriw)in order to rcll r wideTry sf ryrytlio pro-c-uqi.e$$ry iodnsry 

prEnn*kts$SFrsfrbo Scric$ el cxarn $haflql $Grilrtitia$ rrd fimffi-l mdPrinsiprt); 

opcr-f,tloffi lprincipatamuspassthc$cfiil{. ?f,ry- 

ncgi$Grcdrtprescntstivcsthethavcpassadthc Scrics ? cxrrn rre ruthizcd to scll 

nrnictrf sccqrittc$.Of thc 250 questiursm th $firie ? Gxt$l,60gottionr dcd sith 

tmrrricipal rcmrities. Rcgisml rtprrscolfitivG$rleorany t$e r ggficsff- extfit to bocotttc 

nuuicipalsncqriric$nprescnrftlvcrnd $erip*53 h rlifrblc n municinnlto $gqg 
secrldtiesprlnerpalitlp cxtms contrin l00 Wc*loosctch and rrt coldy on municlpat 

' ' 	 ,ttcirritict. 

llhe maff is coqceqed that,withttrnpruUfqntionof deriv*tivepruduesqq4 on 

mrnieipal s+curities, salesperrunnof to bc abh, tn r&quatelymsy!ffi have thc expe4iqg, 

craluatc crch new product.Commineetforu*od by the SROs rsvlaw gd rcwrilethe,cxrrn 

quc*ionson a pcriodicbads tq,rcflect ctHng*sin pmductsud eric*ioss.In light of the 

ruldive lack of continuing dir$losurcinfonrHi-.'. ho;urer, sccurities ir',iu*ry ' . .unnel 

maymt be eble to prupcrlyrdaer$ine&!!cwprodrr,ct'rcuinbttity for enfudivi&ral 

customer. 

Thereisthepossibititythatthissirumlonmayberemcdiod:$oott..T.heNA,$D8nd' 

fivc other $ROs havc egroed to devclops rhgh cominuing educrtisnFrqgrafftfor all 

soquritiesindustryrqgisrerodiroprr*inr*tiwsmd principels.Bfu tts/efl mcmbcr industry 

tlsk force *il rWon beck to tlrE #x $ROs by $cpemUort993 utith 	 for
ry*@tiqns 

iruptcfirGntingtlrcpr-qgraffi, ,', 
C. traq,$,.tt#lt 

Tnnsperenc; is dcf,i$sd ar rhc Uqg Est" *.fdeh rcit-timt trfiq4ffid S$n$lffi 

infumadonrnd othor matl,{T:rdffcditrftrffitp, nrchT lnf,ryfT theq#q of fitffi 
' mar*Gtris avrilrble to rll ma*cr pafiic$p4l. In r conrpleclyuilHFflf,sffiftadffi, *ll : 

uartft pnniciputshrveqgu*land im sccc$stoqtlquotrthili,im|uCingttrc ulze of 

{
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*+Dft-EEn..-; -r nr+.++,$ .+"qd* i 

tlp qpalittons;flfq to ltportsof prl+*.rtd:t'ollt[S. sn nll WI tn th6ms*cn.SF{ 
Alrhurgtrrcffort to inprwo tnnspan4nyiq tlp r$-#.{qsfor munhigcl tEgrfrletbrrc boen 

mlde, es disolsrcd bclour,thc Strtr bclicvcs that the cuntril kncl of tronryrruocy in tre 

municipal rcfiritics nrrkEt is irnfoquelc. 

IUGry*p *tsnifircant structuntdltrtergqes thcmaarery *m fotTryE 
muaicipatdcbtnihco comprrcd io the sccondsry mrrlct for ottror ffi irruct, ad rs 

pqlporeteor UaitcdSnps tfcrsrrry d@ pbilitftiaq*, Erq[E-rlm fle Aimrrym bcnruenthc 

cfrenacrisicsof municipat endcqukyscgrriths. For cxrmple, eltluryh rhcru cxirt orrer 

one million diffcrcnt municipal rcqrritis$ hrucc, onty rn rvcrlgc of lffi ltf,lc$ tctiwly tndo 

in thc racondary martet at eny giventime.E Funher, most trsdiq rctivity in e municipal 

sosrrides iigr$ occqr$ rhortly afior issuutos. U*tl*gof cscudriesrlm rm priacdvery 

differundyfmmoquity@uritics, in penbocrureof tbcir nfihfiie, s$dlnpnrt bocauceof thc.' 

*'ay thiy tradc. Nevertheless, shouH not necassilily prueludelast sele, those differencer 

rolu*' end rpal-time quotedissemhation parthipnntsf ',:et ='prblitlnvrt*onpqdnr:r'lcfit 

segncnt of auivelytradcd municipat scgrrritics.* 

MSRBrule G-I4 allows for votrunurydis*mination af tremection informatione.nd 

establishes for transaction rcport$volunrorilydisseminetcd.MSRBnrleG-13rtquircarents 

prohibitsthediss€fitinationof a quotetionrehts.lgto rnuniciplt socuritios unlessttrequotetiffi 

ruprytnts a &Cnffids bld for,.or offcr ofi,,rnunieipf,I spcuririrs,*+dtheqflr'tqionii hffiFd 

on tbe dealer'tbcst;udgmontof the fair mar*prvatrlsof the rccurfties-Thel*ISRB'snrlee 

do not $quha mun4tpslbocuritieibro-tenror doalcnto dtrrymlm* finn quotrtlom,or 144 

nle nponr. Co'nroqrwrtly,imporif,mmrr*e dqrantncllding hrt sah rryorts qtrdfrrffi 

qucrtionr, is unavrltable in the murricffi *!$4q rffir*q. Frivua i{ithti"c6 .r.,**rn f 

fitps b$t, et thcpttscnttimc,do no providor compiluc piaurcof bffikrr roO O.rHo 

tndisg. 
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 Curruuly, ttrviccs i$trf,ry limitcdnunicipnlrnelrtissqrr$4hlrT"*t 

idormation. fu cxrmplc,Standffif& Fosr'r prwidar e computerizcd 
subscrlptba rpwbe 

to fuletr, throughTclenrc,knownrr rhc '&rc ListBoorl ll*ftrr.' Ibc Blue Liil Eord 

fidccr disscminatesmunicipalnrarkctirfmmrtion, inchdingtbepriocu whictrr dcrlcr mey 

ba wjlling to $dt a pulialler recqrfty,?'$qdatd & Foor'splovidec.fle**tr*$rtl' S,g00 

pcrdeJtqiltgh the Ehe U$ E@ Tlp&cri rplrh rn tES turnovcrfor nor. fi*ingrYtt 
rnd'delaions. Othor+*riti* trtfbrE$h,t vtldsrt" ruch ns Eluom$crg. euotlofl, rsd 

Bridge Data,t provide eorvicesprimarily&signodto list sccuritiesfor whictrbids are b+{ng 

rorght by derlers.t Thisenablesbroko$rsd dcrl'ersto disserninete ofiinformation 

municipalsecrrritiesthey art seckingto buy or scll, but does not includefirm pricesor sizes 

rnd does not include nryortsof executsdtrades. 

An importantEourceof date is the broker's brolcer.Broker'sbmftenEc1rs rgcirts 
andprovideseveralscrvicesfor municipal mctriths deelers. IVhen dealerscrild ohein 

bio-* ,or ':curiti" : r their innre$oryor ff dcalsfr *g1:. t+nraintain*i-olr;.::ity, :lcymsy 
rsqw$ a brokcr'sbrdrcr lo find buyersin the mr*u by oheining bidcftom odret dcaleru, 
Bmkcr'sbroftenatrsomaytocuein the *rr+g cfile-i$secur{tiesor t}rycsof sapuriticsa 
dqrleris wiltingto buy. @use of theanonymityprodded,bybroker'sbrc,Hus,thcy 
generaltyhaveaccessto more mar*erinformationthen deelers. 

Onesu$hbtoltcr'sbrulffiris J.J,. frfiny Co., Inc., ("Kcnny")whidrhasdovclop4an 
eutomatcaqgqlmunicf,rion$ysteftrtuoughwhlcnit diissrrinete$quontiqffiin ffirt&ixr 
municipalseqrritics.For rpproximetely4Ormively tre&d sccldties,Kcnnyprbligrcr two­
sidoddeelerquuetionsvolunterilyprovided.Hceny raquires dealersto bc firm for ZjO 
bonds rt their Pubfighcdbidss$doffcrs.' for inamint6y tndcd scmiitirs,** crllfuBro-
sctlsGsrriticsmaytry6* Hcnnyto lis the rcarrlty or may ruqucst Kcony to lmarc e 
puctrrsqrwfthoprlisrfurgthoroorrfty. W* t**,no Xr+rry&rs is timftGd to hryl$!{­
dcalcrs. trnstitutions maysubscribcto rtre Krmy scnaenrbut may nst ffiHr qruations.T 
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( fypic*lly, dcdErs active in tho gryofulprtrcuritlcl rrrfi*fl irilt,on r rnri*y of 

sourccsfor recciving ard disseminating to oneycndor.­infsrmerion.Thcy mey nrbcerlbe 

mctr es Kqny, io lueciw qquettoninfo[mrftt rnd pTF{: .r gl" *turg or n lW 
""! 

I)aIr, to publirhintflEtt-in e part-icuhrmcruity. iNopilfltdpw * clytf domirunr in this 

ficld. 

Giycnthclimitcrlwailabiliryof thir drre, ernilebility of mrnrka infonnuion for $e 

municipalcccuritiesrnnrta can bc imprwcd. Mos rignificrntly,Iast rttrc npons for 

munieipalsoeuritiesttlnncaction$ of marku informerion rrc not disscmirnrcd. Rel€f,ce would 

snlranccthe ebility of brolcers, dsf,lers, erd invonon rcjudgeactuelor poteotialtrensactior,l 

pticcsin the madcot. |T,hisinformrtion wfltd Ucp*rticuMy umfutin this ry*cr as thc 

pncingof mrny isrues **"UV @nft on;1ho pncing of rimilar icsucstra-ding,inthe 

seconderymrrftct." 

In June 1993, theM$RBptpposoda pilot progrem to collecr rnd plblish on a 

dilrled basis irrfr:iinarranon r-. sa$ions occuryjnt in the fuiterdoel+ q**ct for nunicilql 

securities;n Ttrg proposslwouldmakepqbtico$ s drity basis qutf,inrg#rcgsts information 

on National $ccuritits Ctcaring Corpormion (.HSCC"}oompcrcdifferdealer tnnsactions 

for appnotrimamly wouldinclu e; (l) ihe180frequcntlytradcd issuas- Thefurforma$sn 

CUSIF numbcr urd dcscrtpion;(2) the towl numbqr of mnmqbne inrthe seurriry; {3} rhc 

highestandlowqstfnicesof tnansacrions in ttrcrcnrrlty;urd (4) the number of ransacdons 

fut the,refurity involvlng par valuesbetwecn,Sl00,000 inohrive,and ths trd $1,000-1000, 

avcr4tcpriccof thosc transastisns.This irrfonaado,n wurtdbemrde aveihble rwodays 

efisr thc trade occurmd 

Ttre Suff hrsa longsanding,irite,rert ln impruvlng* sf ther" 
.  . , , : , =  . ,  . j . r . . . .  

*cr,lrfltles mst*Gl m rlrri'inveqlorssaftSlrt+ ne quq+thns."d n*dtffi pricc$of ar*lvcly
'ifutnrdcdmunicipn! rty lq#d;ii *mriiissrcs.T*tp $ rrd," , 

: ' . - . ' = . i . . . . . 4 . i . ' - - . ' ' . ' . r ; . . . . ' n u . ; . ; ; ; . .  

invesorPrtrsction.oAs a preliminaryE$$r* tlrcSrsftbcliqvsg$tf,trherMSHB'ipropgsg, 

( 
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Ep{ccqlttr poritivgfust sep tffif,ld th dcntchpurcnof r rroretnnryc*qt mrdmrr,TItq 

$uff h conscrilcd, hmrcwr, thrt thc prupqql doernotprovidcfor dfu*minuionof 

Sffitiun or tmnsrgiolr informuion m e rcrt+imc bssis.' 

Tllc $uff bclicvcs rhet tho M$BB', r.ilp +nhorityto ryqr,rircaimcqiryian of 

qrlqtrtionand list mh informetionby muaiclpoll fffirifrcs br*Ers $rd dqlcrs. $ucfr,arulc 

*urld bc within tho brqa arntroriry andp,yForcs*q*ood in Sccf,iofi lfr, rfid 

ryocifrcrlly$ocr,krnstIB{bXZXn, which puvirkr rhe}I$RB tbcrutrqrtryt+ fqrc-fsthe. 

fonnurd contcnt of quotrtionsdisscrninarodby munieipelsectritics dcrlen,o urd 

l5B(bXzXC), which requiresthe MSRB to @t rrrles dcrignod kl prErrcntfrudulcnt urd 

manipulefivcacts and practices.* 

flre Corrlmissisn has extensive opeti'**C in implcrncnting faatlftiatto impr,urre' ,' 

tmnsparcncyin veriuis mer*ets. For cxernplc, in the cqurty sectrities markct, the 

Commissionhes ovcneen the irnphmentetion of frcilitias designed to fulfrll Sc 

nhjoctives .Cong=ssional of $e^,tio.'l tA oo'. r Exchrngc nm, simUrr to thosc mcruttd 

in Scction l5B. Section I lA of tlre Exqhafrgr Act diructs thc Commissipmto qw,$e+tbe 

developmcntof a National Market Systenr ("NMS'), to faciliute, flrrong ddcr things, 

improvedinrrcsor confidcncg and effici,qay.t' hirtuarl rc this dlrugtlw, tha,Commisriur: 

has edqpod rules gcverningltl[{S plurs,ornd hss owttdpn the &veloprruntof rcryffrl 

important I'ilM$ facilities.Elrefie-facilitirshave trelpod mar&dr panicipamrto mqxlm- Fthp 

cffrcieneyof the martet an to fuirplcmont goalrcwmcnradh $sdionthe Congrcssionsl 

llA. 

Mos reccntll,thcf,omrnisrisnh*r,or ttu exrqstsnof to $e 

ttrlr*ct for high yiotdrleblryqrft--tics,In $Wcf,bcr l9$[, ilre Cwsrifclod *f.rry u 

congrcsss ftport uy ,rr* srrffrhnr {$rors -ryo r"­sndoo 
"*---qrdtq t 

mno1ryfry,e 
' ' at lcrst ttrc ,10tqf0 mosr affiivclytradcd,HshyiFCffif, mcrt*6o;* T,tor-srft*,d 

Commission thehighyiclddeh community to dcsign apr,oposrlto incmsc encoungcd 

{
 



( rrsn$Fqn4cyrndtoprovtdeforrrundtlrnoa in thc .mlSn* 1993;tluryf,ofihg Try 
Csrrmisshn urNA.SDPffi.Po$stmw*blirhmd n ur{ry1nU'fqility'WfoVcd ry 
FIp$,to csillpcr, wrl-tino+ +toeryntfur30lo f0 ofthcpffiGtsrrnddisemirurc, m 

mo$tiqrid high yieldtr1dsrndto tcrild$B rtfortJireh rll Wh:yiatdrytrasnsrtioil 

trrdodin thc s r*the'gou$e-rfill*ct.t' Thd $ witt troaomeefrof,vn i[ the Frtl of 

1993. 

D. MunicioalSectritiesTlansfcrAscnrs 

for registeringthe tnnsfcr of oa*nership of municigct rosrriticsareThe mcclrani.cs 

rnd corpora,tc 

cponriblefor qtorJtt$g 

ccnific4es in thc$ar{tc of thn rcllff end isming new+Htificatcnin tho nsurc of thc $pn' 

similrr to that for cquity cecu-riries dch. A trl$,@rtgslttr,tvhich car bc ttF 

owner. nre tnl$cr rgcntalso mutt record thr chtngeof ownwhip fu it$reryfr' 

Sectiont?A(cXt) of the E*change Aa reguires that e trrnsfcr rgrillt bercgi*cred 

*itt" 'h" Commis*rsrif it 1n'rs*s thefun:tlor-lefa t*' 'fPr with to illy 
ryH f* 

seouityrcgigcrtdunder $sfirgi l2 of tlu Hrcha,ngcAct. Duc to th cilo{fiFioh ftart! 

rcgigmtionfor muntcipt securi$es, a uansfer fgail that aas solc$ ar a trant$nrEgcatfo'r 

is gcquiredneitherto tqiner,*lth ttteCommirsiont*r 1ocornplyw-ith 

rherulesendmguladonsof thc Enshange to transfer $6iltts. Thils,tf{EAct ryn-eini$g 
aggnt$aqringcxelusivelyfor munieipal securiths issucs src not urbjet u Cunmissbnrule,s' 

rcqufuingspecif,rcturnemundtimesfor transfersor rulesrogrrdingrtportingrrecorrtkffpisg 

andrtilention,ud sigrr.tnrre gurnntees.? 

UrrdcrScqiffi3(aj(t2)G)$lor thc Htd'unge mTryry &curttiosAnt,hopgru-{r *tB 

n66 aonsidcnad Gilcmptodqqfflfitict fofpUlrys * $offilo11I?A. In $Gdrhn t7A, Sqngftse 

$crotil im findingnlqgrfiihg tho,eharancr,SHd,rrfiMrtof *curftfutr$t$sf,#sqa rnd 

ordorud tlrc Corqnfision to facilitstcttu,,ccmftlifhmfntof a nariqrd tytffm for thc clq{4see 

erd setttcmcnt byExclrangn 3, l?, ffitt l?Aof Fcutitie*. TheaflqrrqlyS,FFf,tcd Afi 
TTrys' 
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ryqrhiulrerd uryryS ryryFnsforqBr|itiu$m+cniem 

Act Scclim t?4, butareaonridarpdcxcmffEd saqnirics in fucrainitrg wluhcr r trrnsftr 
; (  

t$thstmu!.--riciryt ofsx*haqgiq 

rg*t murtrt8incr with thc CommissioR, tnis -f." a dtrruirn * ttrom.g*
"hetahl' 

rherHls cxclusivclyin municipalBogutittcfiis rwt r*q$fofid to rcglmurdth thcCornm$isn 

rnd crn €FGrafiG /qctSGEilbn thetqruideof Exchenge l?4, w&ihe chrrisg csrporetion 

trut a,*ut, mu* rWiSS wlu ttc Comirmiss&on 

Scctionl?A. BocaurctheCommissiondocs ffi hrw jurisdictionovcrell thc cntitics 

inrulycdirr the proccr$of clcarhg ard $fi|iffi I *crlitiet Fnnt*ctftms,tln 

cstabtishmcfit andproeedurufor thcprwrfl 

def Erffildpslrocutitice rnd sbidsW 

of a narional systcmwithuniforn ctandrrds 

and rccurete clqaranceandsetdemcntof munigipfl$elrities tnirnfrfitionshmbpmI*FFM. 

fV. Disctorure 

A. Initial Disclosulp 

As nsted &bove,thcCommissionharlongbrcnconsor-fiod # ,'lwith tho *doquacl, , 

':'closurcin rhe - uniclpalsscrlrities*u*+r.* Ar a rc*ult ̂ f theo" rpion *mooUrA 

municipatsecuritiesfromthe registration rrill reponfuU provisionsof the fcdcralscanritics 
. 

rntlfrrud--

ies lan'r limit the eurhority of th 

Commisrionaorcgularcissuerdisctosure.bycxunpingmunicipal$crrritiesfronrthc 
' 

rnuniclpalissuer$hacFqeslforyry4onty by foderel pmvtttorr* 

disclo$rcrnquirWrrents A ,ffi ttrcFf*trargeAct,* and exemffiof thsSecurities , 
municipollssrler,disclo$urtfromttn rutenrq$inl e of ths Ir{$nF." At * wlsqrrynry 

of rlretc rcgulnoryexqnptioas,the exrutt onlnuntdpg,ismrerdiscloltrrchffi tFfrt got$rffi 

by tlp pe,rccivedlevclof denrerrd for ilrfomradnn fmrnthebuycrsof munic$d scctrrilics, 

ed by rcgufupmentsundertheemifreudprwbftmr.* 

fne Aovernmcqr Ofri*", flGFOA') hffi trt'c*l&e egd i,H ,T"-4 
improryhsmunieipells$er mrkc* giscnuruwby ertUrlrUgttn Die||rs Fqi.dcilEtsfor 

("8FOA '&ridelines').tt fritindlySute urd l-ocrl GovernmcnrSecuriries pubfistrodin 

f I 
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1e76byttutl'Hr-F{ortMunichnlFrySTgryccTr rhe sryq4 q!$ddiilq$
fTiilqr,

comprise psrf,r:guiddincs mth1|nltc wirhrErypq ore{ng,osn1lrftrq.Tt* Tnrinuilg 
O$torurc, rrd proccftrrncfor dhscnrin*tirgforforsrglqr to in\rcfior$,* 

' 
Tb dtnftclr of the GFOAaui$-- t*r volurrryla*tsrsr qqryH+ 

lhtl lh# Ultirmtcmsr of dfcctivc dlschg$plhffiildba tbc ctrcqtveennnmln*to of,the, 

rolulfiircinfqrffition rdpr'ltrt to rn infolwd que*mn.tWuilcrfrc EFqi @--mcum*rrs 

notinrendedto cgabtish *endsrds for legd ruffreia*y of infsrrnetion,tbcy ifuSfy 

informetionthar ovcr |ho yctn harbeen iqporunt for disclo$rc in mos insnilFesf teking 

intoaccourrtthe need for flcxibility in liglrt of chrnging uf,rketeorditioss rnd innowtive 

inrtruments.r*The GFOA Guidelineswercrwiscd in 1988 end lggl. Tbs GFOA 

Guidclines,whichprusantly$owe as an irdurtry srrrderdfor disctrosure, ruguirc lcss 

disclosurpin e number of 1ecpgctsthan tha Commirtion'sdisctqmrerury menm or 

registcredoffcrings. 

the MSRB i. '.rohibitedAJth'ugh frrm sctting diselosurcrEq..irt#.nrifor - rnicipat 

issuers, it has trken steps to require the delivery to inve$orsof rhe offipiel srercmcntssd 

other disclosures voluntarilypruparedby issuers. ln 1g78, the ITISRB rdopredt{liRB nrle 

G-32,whichrcguiresmunicipalsecuritiesbrokers esd dcalersselting ncw issrrcs of 

municipalsacuritiesto dcliver to the cusromer a copy of thefinal offilcial $trcmcst {or, if 

no final ofrietal srrcmoruts belngprws,md,a wriueniloficcto ttrm -*-, *oO, in addition, 

with respeo to negotietod s*tq of new s+curi*lonUfo*.,ion Wpgtu,fug-hr,l1rdryi{ng 

rymad,the rmorrm of ftcs paidto thc dodcr, srd th+,furtthloffuing priocfor etcbuu$lity 

offcrud by tlrc uRdcrrrritert.M In ryircof rte rqufirwcntc of thg *te, rmOcr*r61ap 1116 

i$ucrs harrc botb compteinedthst, fr€gu,effily. thEfEwasDot an adognrc *rpply, m 
lnrfficicnttime,to prrq$t"dfur*urtioom r*ch inwsor rt rtffimrm"* : 

In thc rnfrnra* of thc ffault ofi busdi isnrcd by tlrcUIPPSS,rtd in vien,of 

coqcfFl$ that sufflciemn*mbersof offerim me,umcnuwa*eno{bcing nrdr nsihbh to 

t{; ,"----"--"*--..."­



(	 qlgomrruprrcludng new isues, tlc Cwmi$f,u, is 1ffi9, r&ntcd Ruh tfc,!;Iz.rG flqt 

rulo rgquirw thhtmunicipal'undfnrritcn$1! h"+ ild bon-Wk) of priqnry off*ir4m:o{ 

nrmicipet rmrritice wlth an+grcgrtc FfoEhelrmountof S1,000,0(Xl or morcotrrin ud 

Aistrihltel,r fnrf sugromeffiofiFrcinlm*t nrwmf frunr- pFidpnl tsf,rcrs.Theruk cns 

dcsig to dtianc brof,&r rdisconrinetiwr ud to 'rssi$of @lofiu* dosrmcms, 

urdcrwdtcr* untufu gcnffitinrmhg thcirryryonsrbilryF 	 nrovistmsofso
1${

f*ral socttritics 	 thc rub,ryryirrc (l} lo obtrh rldhws.'* Secci{rsally, ur urrfor*rf,mc 

rcryicw an fuBuer's otrlciel $&temcnt tlur, cxccpr for ertein informetion,is *dccrncdfinell 

by rn fuswr priqr to rteking'e purchaso,offcr, or tahrof *nr*ip*l $effiifici; (1) in 

negotiatcd rales, to prwide the istuer's mos rtccrlt prelimirnry officid sercm€nt (if one 

m rr$lrst, ryics of ,thgfinel offrcial grtcqrcnt fol r 

tpdclfiGd-timc pcnod;* rnd (4) ro contr*ct ts rtcelvc r rpocified tirne, sufftrclcrrt 
"itlrin 

copiesof the fusuer'sfmel official $etenr€nr m comply with this delivery rcquirEmcat, the 

f 
tl$RE T1uircm+rrtundr; n le G-3?, and ̂ 'ier ruks. "trc nrle cer.'ainr +ecifi* !elr'r{i.+tr 

typesof municipal meurities offtri*gt.ffifor 1hrue-
R,ulet5c2-t2 requircsundelrirers to inrig that rnunicipel issuers meke ernileble 

officiel sretemcnt$ et e time when, and in qurm,itieswhich, they might not oherwise be 

ptpduccd.ffi The rule is puretyproccdurtll it docs nor imposr any rpquircments rqgding 

Uremmenrof ofricial rtetemen$. The eonttnt of tfprc statement$aontinucsto be gorcnrcd 

by tlre antifreud provisions. Nonctheless.thc proposingand edoping rulcsscs for Erchange 

Act Rule, I5c2-t2 conuincd an irnerpt**iur $gtditrg the due diligencc rcryonsihilittx of 

underwritcrsundcrthe fcderel sccurftieshwc rhet mrpfrrsizod thc imporancoof complae 

disclosursin ttre iif,lef,'r offering documemqful thc undcrwriter'r ftrty to rEyiew $tecc 

doqrnents for omissionsor misstrtanailc.ffi . 

ExclrqggcAa Rutc l5c2-I2cruilodm inwrtivctoprovi&@ of 65511 ,.,,, 
, . - . - . . ' F ' ' . .  

sa&mc$ttts nttionallyttsognEedmunleipl ryeufthr idormrtionrHefiittric$ 

is
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('l{P}{slns'}. Tlrishesprovcnro e$ftc @$-G in e$uriilg trqF crnilaniliryer 
ufricirrlrtalclllcNilssthoughSMSry domt.*sryre the rspTfiy or cunptorcnces on 

hfom*dontlratis furdlhcd to then-r. Tt$c murfuhnloocrrritlovcnftir heveetnrinodno­
rrtinnrtlicf fmm the C;ommission to rff ss HRlf$IRs.o Ttcsctluec vendon pmrffe 

indiyi$q pWrce of offteirt $ttcNncerfqrt fw, , i 

rn eaffiiofi r,o other cqffis b rhsftnmrsehn rrd rneMSnsroFilomorcdischaum, 
tlc lvlSftEr,ruaontly rheDlunicip*l$rnrritiec Information CrwlopFd l.ibFry (.MSE;.)syryry­
to rid in thc cdloction urd disscmination of irsuer lnforrrrrtion. .MSIL is a freitity tluargh 

whlch informrtion couryqd Ffrulsnr to M$RB rule fi,36'0 ir mtdq nrniloblqCF$$nicstty 

to mal*ct prticipants rm infOrm*ion vcndo-r$,ttt 

Ttle Steff is of the view that disclo$rc in offeringsby municipal issuen has been 

stcedilyimprovingover the yce$. Ttris has come ebout as a rcsult of the wlunrary rfforts 

of grou-Psrlrclr rs the GFOA,andthe Naristal F@mtion of MuniqipalAatrym (,NFMA*), 

a growing aa'sneressof the implications cf tlc federal rntifraud provirbns for is*rer 
( 

offering stltcments,andthe requirernentt funposCIdgn undcrflritart ln Exq.tnnge Act *$lE 

l5c2-12 urd MSRBruleG-32. 

As e result, theofficial sutements for large municipal isruers firrycntly **t**iu*l 
"ru 

documents that mea or exccedtbe GFOA Guidclirps. Therc compretrcnsirae offichl 

statcthcnrsincludeenensivedisclosurt th*- ,1" itrucr, its rpvcnuc$ogtu6r tlre urc of thc 

firnds rai$Ed, andthe chnnderistics of thc bonds being issucd. Other rmaller, Iess frcqgan 

isnrcn ifl thc municipot *irku*, horrrcver,*urtinue tg prtpsrc lcte oxtcs*iw offrcid 

$tatcrtGnt$.At th *@" * tfptiO* fumrwrts for mme mrlhr mxntclptt tsnrr 
,consistroilctylofa oncor nro pogede to$rrnl unm-t* by *t, *qFfSlnU n 


urdcrrritcr for usein scilingttn otrcdn$
 

It is irrsv,iurble wherc dt$d*trt ful .thatr rengcof dii$lffirF Plngroowltl duplg 
voluntrry. In.theabrcnccof uuiversalmqlrdn1ory disclommqu{tiryis rupjcenstu-dalds, 
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irrucfjudglmnrrrumrdlngthe valuc of dqi*kd dischruru -wtth-tffird ro rhe prim rumiwd 

Itr thc of{flisg rnd &e rcquirmcnrs of tec antiftilm proviriolrs,*ry- $s bilrdcn * i*o"t 

offithls, la*it ootrs, rrd thcpcncntielGtrGtilon rhe ofrorilg of a4n*iw d$dorurus. As 

municipalirilcrs offire to differiag conclusimr rqrrding $ch ftffin, municiprl otrcrirg 

@rmcrrm offi diffcr glormnrstyin cxtcnt rld &tril.---:-".--'- ­

B. Curthuiag Di$clmurr 

}IuniciFrl tffitcrs stt not subjoa to rny dforct ffirrt eo$tinutngdicdo8uls 

ruquiprnenu.ut Atr t r,usult, secondrry rnd,lng in muaicipolbords on tnformation 

wllnnrily pvidcd by issueq on a pcriodic berieor {rhcnthay ruurrn ts tho mrlke{ whh 

rcw offerings. Conscquently,concemexists es to invcstom'ability to ecgufue the 

informetionnecessaryto ellow them to ryke intelllgqtt; lnformodinvcccment4ggisions, 

This ir espcciellytrue for irdividual irtvestorr,wto now rE?rcsenr r lrrge segxnent o,f the 

buygts in the msrkct. lvleny of these inve;tsrs ltly on tkrarcitl int+rmcdinrics,paniculprly 
l 

lnunicipntooc.qri':::.dollers, for investrnent tdvicr ,( 

The leck of continuhg finencial dirctonrrcqho cpuld impair tlu rfficicncy of the 

sccondary market. Without aceessto continuingdisclosureinformation,bdh spccific 

transagionsand the mar*etasa whole suffcr fnomin{hiencicg., Altllor1gftmunicip4 borrds 

heve e fixpd value et maturity end generallytrade ar r price corrclned to thcir invesment 

,lo** stiil i$ irnpqlrant to invosrnfs-in municipal 

scariths' For example,curtinuing disclssurcis of velueto the ratirrg rgenctcs in 

evrluetiag whetlrer the inithl bond rating shurtd bc rwised orlgN.tfune, bf,$cd on chrrrges in 

thc finrnciet aordition of the issuer. In addition,municipalscarritier 1663;""arc mrble to 

vrlue sccurirics aaeurately becaureof the lrck of infonnuion on the'finmcirt SEqs. of the 

municiprt isflEr.ttt Mar*e{ partieipantsrxErrrErre thnr ilNeir tremsctlons may be cxcciltcd 

besadon inmmplete or ffronqo$sinformuionaboutrtu fificurirics ula tfrisimo.*anO 

,nel*snrmeprteingof those,***i* ard the g**t 
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otr'icitqcyof tfrc trtl*c{. Similuly, tfrcryflfuFdabitityof mqnrypnt ncqlrirhs inrrcsgffi to 

tq-.hrerevurr rwnrdurg qryditionof thc muni+hltssrcrFrurntWinrpiiiirrion il'c 
ryryry 


rhern frurlr roarntdy wltrfuqthc mctritioe- hr ccfitm, fi$bFrctt rd doalors rra in
 
"tq"


rls $ft rbsutthc 'tnre' fiff|&r tahrsaf r* irila
 

Ilre growingimportanccof irdividurh rs bch dircs and hdircct purchascreof 

nunicipalbourdsincrcesosthc nood for cord municipol dealcrteics rccosmctdrlitns, rild 

for ruff-FigritcunentinformationonicsrGu ro foiry1orr can mrhr rccume priFel$$$St{t 
For exempte,rcgistorcdqpcn-cndinvcstmontfompenie$rrt rtquirfid to'pfiiae thoir [n$irrys 

of rgry itiet at the cndof each dey, uU rc $slt afld rd*q shirtS u thsir ffi +ry rnlue, 

calcuhtcd ba$cd on thcse raluts. In prieingttrdn nofCingtn lnvmfirncntcfinpn4ics naly on 

veri$s pricing$erviccs,whichin the *uqer:{+- mfonartlon rcly onof rynlrl rwryion 

m$ricesthatcstirn*tcpricesbascdonthetnda pliqesof sLm-ilarly md n@ hoqrt$.sinrstpd 

Grcater issucr dirclosure would allowmsrt aceuare mrtrix compodsorrs of sccurities, 
' imnroving iire rgliabilityof th: inion r-tiqnpmviddUb1.pricinSa,rlric€$ nnd pq u$gr 

' trucrpictrrrcof the hoJdings of invcsmsnt qonrnanies. 

Funlrermote,thecrtationof ne*,fonngof municipal sccuritiesurd complex eredit 

stluctuncsleadt ro a grEeterneed for information thst wurld allow invesilor$ to monitor 

ongory &vetgpaents wirh rugard:roXlurywuridcr. Forexs4rple,whilehousirH borlds, 

i,a, rhon or long-letm ondsinr$Eduy altocrt u*$lng auhorlty to firranee thcc+nmruemorn 

of bw or middle-income housing,rrc siiniler tE callateralizcdmotergeobligetions 

issucdby rhe f+&Ntrl Hq$e Inan ltfong$e Coryoqlionsr Frivsrcisilqr-s, flid !'C[{Os'f" 

qt rubje,t to muryof thr mmc ri*r, tt*y rrelnor ffibjos to thprF* dt$tofiilte
 

rcquircrnenuesSvIOs. In rffirion, thcgruwrhof a markct in munffil deritrriw
 

spsrritics, wtrl*, sftcil hvotw puotingr$Stffif $qrritics U,*t.r-"- *h$nE fur thc rr.*d-ry
 
i .  .  , ,  ,  . ,  ,  

,mrltct, rmy be;hi@rF$b; the lact of $mrchnr qrEointinro#arinn0!**ttiqg,tln ' , l 

issue,m municipelof urdcrNying securitics. 
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in FcqgnitionoJ tlnre- oqr@rns,thc MSAF hls iqdimnoil,ffith Dqrd will @in 
thisFf,ll to dq/elgpru.let rh*t wouldrcquirufulcrs !o providcou *irn wrincn 

disclonrrc rbmrt thcry+inUillty ild inptq of cmtinuhg Oi+fp"r* ur r+ir sficuriric&'rt 

In rddition, tlqry havc@r t ot*Hy of lnltislw h dierffi gtouFsf$ : 
"qfrtrEiy 

tln mrrqicipf,l tcqrritlcscornnunity to rtmcdy m fr* of cglteinuihg nn*aciaf dirclofft. l 

For cramph, thc GFOA Guidelines welt ruviscd ln t99l to incoryorare nrodificerlons 

rcsrlting frqn thc rdoptim of nrh lSe2-l?rn'md lo +pandrceqlnrnwcmlmsfor 

curtinuingdirclosrrrc.rt'In crecnee, thc GFOA Guidclines$ete thst thc most imponrnt goal 

in ppvidhg dlsclocultdocumentsis to prwide hwnors with r mmpkme,rccurflc, lsd 

obicctive description of those fncrs reletingilo thc sacuriths otrcrrc.d,rmt*"- arg materisl to 

en informed invcstmenrdecision.OtherrpccntGFOAeffonr incttdcfilq$trf,tionssrd 

Exernr'lessf Discto*prt, dq$ed nith thoFIFI\IIA,providingexarnpmsof wort$h rs for 

tccondaryrnalkctdiscto$urcfor generalobtlgrtion,ncvcnuc,ilC ryociqtdl$rri{tr bord,s. nte 

GFOA and the NFMA tr$tl f,tE cooperatir,* 'c rcrir,ethe compretrcr*.rve ttr.;Jfli frmncial 

rtports ('CAFRs*) produccdby various govcrnrncnhtissuflr. 

In Jrnuary, 1992.thc l{Fl.r,lA institured r Ccrtific*te of Rpcognftion phoerantr0 , 

comm$rtdmuniciprl scsrrities issuerstharp,rovidcongoing,audhod f,mrncial $atemen$and 

other informuion rclevrnr to their outstanding.socurities.Simitarly, rhe GFOA awrds a 

Ce.rtificateof Achievcment for Excellence i$ Fineocirt Rqoning, rnd encoureges issucrsb 

puhlishur#rslrmlrbhCAFRgrhrt satirfy boeh6rmcnnlly prirclpcsrmqrySqdryrnrirlt 
le.Eatr--Equirtutcnts. ttrcl,tF!1f4lilgdsl l.an$"qc ncsoturi{EAr amther example, eattrf.or 
ofrrcial $tlttcfficnt$to ditclotc, at the timc of,.sal6',the ctilGfittr lf {$yr of lsruor co*nmtmcmn 

trtto pmvidc t6cortdarymer*ct dirclosureof finarrchl a$d credit infsrm$iffi. To drtc, 

ncarlyonc hurdred issrersheraephdgcd b Prpvi{b nrch orgning inf,orm$foro.rrt 

wittt $fip6ctto cfforts rt rhc or*.m,r**r r*nu,u,.'iu i,.rr* of
'$mE 

Auditors,Com$trullertud Trca-surtrf, ("H fiftl nu* r-tFry s rGryft on state andheel 

119*-*-'*;*;*---.-.- . 
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govfinmeltt scntritics soco$darymtdftt idqrn*ilrn.tt lk rtport ffirJudcs rhm$rte 

Ufir r aonri&ratih rurouli of isfoiltilSryonnite enct"*l gptrr*nreff$de|cet 
th+ *cptitit*, htt $f,r this infometion F*y uot*lrnyr br *tty rd.ft* il , 

"ti$${* ry*.rain oncloqrrbn. In htc 1998,NAs {l* trF Fd r BlupRibho$caffirsoq 
on$cmrderytta*et Dirq:losurc{"cff$uiffifiF] m qqq.e rmtsd$to- ryq*gllnUguld, 

GrtnncfuEinfonnrtionmllcctionwithintbo stucs ftn rocurdarynr*a Frrpotc$.,*TtIg 
' , 1  

CgmTri cd SucEtlypubliiM its frndlngrrt# lnpqllrrnrndulonr.tE 

ThcAmericsttBqnkersAstociation('.ABA'), rcprescntingbanktrugpe$,pnblishorl 

guidalines.forhnlc tltrncsson continufuqdixelorum,thcDiscJorurr&4dglincsfor 

CorporateTrq,$Fes("ABA Guidglitlos*),foTftbABA Gutdottncsaredcsignodto rtrist 

truEtFEsin detcrminin!thccontentrrd timingof vr,rious tlpet of dircbuure on e volunmfy, 

brsis. ThcABA Guidelirrcsnmethat tho emrb_ltrhmgor to ruroiw of a emuat dcpgsltory 

dircloruruinformationis thc best wayto pmrvidccrpf,lacccssto inforrqltiorr r5d ir pqrarrtlrtr 
' sccondarymarkadisclosure. 

The Investmenr cornpuryInstitureir dpvelqph8sugge$edmcon&ry*rrl* 

disclo$tteguidelinesfor tax*exernpt mornyimrkrnfundsand mx+xemp @rd furds, fne6'E 

guidelineswouldrccommendthetall tex-€xemF fundsheveaccessto cenaininformation, 

includinga qy of theflrnalofficirl mrmu,m	*nuqrrgqshcurftnt lnfonma$onfor r frrndro 
' ,analyenthe credit risksof purch*te.t" , ,., , 

In Januarlr,1993, the MSRBbeganopemtionof its CominuingDisclosure 

Infotuatio'nEilotSystem('CDI Synem"),whichis a ccflrrel rcpssitory to ry ard 

dirscninatcvoluntaryiubquissioruof ofFrfiid*urli*ltrg dirclo:urcdoqrmcntrFhtqg rs 

outnanO-lngilurcsormufcindsecudtlor*H,fm Cn: SJTcq dhchsureinformuiomTry
volunter-ilynrbmittcdby municipalsocurithrirruers,trusoe$of sretr or pcftffis 

dc$igqltd by issucnr,andoeenrc,resput d'ldsil*tt thb cDI $ *ns crc*tc*W * 
MSRBto prwide a nqrEal,feir, andtimdy disscnrinmiormcchanismfor disclssurc. 



( ilrfornuion. Thc CD{ Systunwasi@ nmoulyro incrwtc th rrnilabitityof 

nunicipal disclosurc information,butto Gdeffiregcvoluntrqrcffurs in fte indurtry to 

iraprovc th comcntlrd tining of contiming disctonre infonnnim. 

ThcCDI $ysrcnrhasnotben uscdbrrcncivctyto drta. As of A$guril ZS,lgg3, tho 

lvISRB has rtccivtd a tud of 656submissionc of informmion,hcl$ditrgftum 36nrbtrdftcrs 

I is$tcrsffid 2t trustocs,494of whichcrcrcbmfilctstto $ubscribcrs.As rhcCDIEprcar 

-wr,sdcsigtpdtjo aeccpt 100tuhmissionrmchbusnerudflI, thipfrge f*r $ronof iq 

potcotial.tn 

Ir rmr$ tharthe cDI sysiern.is,nfl teing usodextcnsitaryfor ccrfGralreasons,'. 

First, rheCDI Systemhar technological limilerions. During irs inidel pitor, tlrc CDI System 

onty hasboenrble to ruc+ivefifleffiial rcSqnsfnwnmuniciprl mcurity trurilFe$ oJ ttuee or 

fewerp4Bcsin lon$hi urd only hasacceptod disclmure furfonsttionfrom is$ers of 

municiprlsccuritiessirrceMay 17, l993.trr Second,tht CDI $ystar hascrperienccd 

.,;;hrrml plrts' nr duringilre pilot.'n FinaIIy, en4 rnq,stimporrantl;.it ap; nr$ thflrruaoy 

municipalissuers have chosenn'otto engage in marka orienteddisclosurethroughthe CDI 

System. 

White mafly municipalissuersprcprre pcriodic finencielrtports ther canbe 

obteined by the public directly from the Eovcflimentbodyor rnothcr $aretgency, few 

disuibuteperiodicdirclosurcsto bondholder$ or pr€Forc thcir rcpotts to infsnr the 

sccondary trrding marlcts, Meny issuers cuggesttharprovidingongofurginformationto tle 

sccurities rnarlrets will ttsulr in urdue cosrs.md rn ircrpescdrirk of anrifraud lirbitity for 

potcntialmtg$frtctllcmttor omirslgil$ in thctr vulufitf,rydisclosurcs, It qppc4rsdoubrfirttba,t 

thcscisnrcffi would volunurily prcparcme'rfteoricrucddisclosurcsin rhc abscneeof e price 

diffcrHisl tlral benef,m itroce issrtcn that male infonrrarion arnilrble. 

( 
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( V. t$e nrlpnldorl fi+urltkrs h,fisflqli O hry fot ft.'rnrp 

As describcd prwiously, tle muaicipd mr*ct tus EsnyryGcieldrrncte*isths. I,ile 

ilE ilelkst for gwcnrmcntsccudtics,thcmlniffil *-tH is r pfitic mrrh: thoftmds 

ni$d rm urad (withryrncHffiGptions) mldr, rndfor Bubficinrrpote!nrch rs fichoohn 

Fovi{ing municipoteprvhts. Ultlrnately, m$et sntmsc,bqtdsrrt hg*€d by thc qrynycr 

or thc umr,of thc municrycl rcwlce,rnd a oscnfy *t it"ft*i*t Erytt€t rriscfi th burdcn on 

usqr-rnd tsf;Snycrs. Soclusc of its tr$$c ry*, the rmrnrcipl ryry +frofmod t*ll 

i$srclr,whlchmay scll rmrll paranountsof @ds.on rn infruqucntbads. I+rgcr 

municipal issue$, howaver,incrcasinglyrre $lling cn,rnptoxmunt+ipalbondsinvolving 

rtruc$redpe;mefltftows or imbeddeddorivfltives. 

Foctuscof the ter(exemptnahtre of mn$ m,snicipdbondr,r lerup proportionof 

municipelinvestorsrre furdividuals, with vrrying degreesof sophisticetion.In eddition, 

enothcr large rcgmcnt of the municipatinvcslorq,t"ti* is municipfilW frrnds,whlclr$u 

gtdomirnnt;,"ou ul by .vidualinve*ors. 

Bcceuscof qcqf,ff,ctors,the Suff UuUrvqs thf,tit is imporuntthu the Tgu$$o of 

themunicipal market providesthe fullest posdble prusction to invosort, while avoiding rny 

unnecesrarycosts to publicissuers and rcmairdng a*nmedto thc ryocialnecds and *tributer 

of thomunicipelrnar*et. After revicwillgttp'cuwnr rcgutationof thc municipnl mrrtet, 

the Staff betiarc,s that incrcased anention, ineludirrg bothCongrecsimalrnd Commission 

lction, would be bcncficialin rcvcral areas $gnificffirttl invcttors ud rhe opc,rationof th 

ilrfl*ct. 

A. htiticat Contrihrtions 

pmctices poqdtictrtprGsc{il 

irnputnnAemcmof thoprofipcilqoofinyq4ryqrod,ttc nr{irmqq$oe of the 

Munf,#l rokcrdealei in tlp nlw of murusipul ffi 

of tlrcTFtrq 
municipal$erritiesmar*ct.The $taff is prcEcffilycrnluatingvolunteryruhnissiontfum 

undersritcmard frnaneial advireruin rttroqrp torn inquifylfu*oilmnrrurcsnd cncot"of 

3t 



Cunn*ln oontritutionsanO uttryry hry pfafiiw in Gomccthilwffi rruuie*prl 

ofrcrings. It rtq$c$ing dlcsenrbrniuiont, ttc $rtrhas rlso turglrt ilfornf,mffi thort 

pf,ymcr$sto csrsularns rnd dhcr opclts,nrho p*rticftprtcsirb rrndcr*niurs in munlspul 

bod issurnccs.'* As prwicnrly dirorytd, with mryoclltoporrilt" rulffirkirrgin rhir o*r, 

llc Sttff is of tlrevicw thet bothttrcGqqrttf*sfuilud thc iltSRB hrw &a urhfty lo 

rwuht disd#glrcof; rrd to rome dcg,$e, leguh&,ffi*ritEr-''polftim-f egf,firih$fussrd 

palmcnt$to obtdn politicrl influencc. Bocrum ur&rwrftcr dirdsffirc pwvl*ms 

traditionallyhave bccn impomd by the,MSEB, hffirGrrtr, fte $taff i* oJ ths vim' thqtit : 

*,ouldbc bq$ to defer tn the MSRB onithig i$suc,unhss the M$HIBf*ilq to rct by 

ruluneking,ina reason*blctimc. 

In August, 1993, the MSRB pubtishcdfor cornment e pruporodruleryecifically 

dl*-sd et poltticataontrihrtions."' TfreM$RSprsposcObanilfuEcurtribulionr by 

uuderwritersas I meilrs of obtaining or ruaining rnunicipal socuritieshrsincss.t* The 
' .' yruposalc'-lld spplyto situa.:rnsin' ,chrn officiel of anisguerhnsdir, .'tion,tosdoc' r 

dcaler, including dealers actingrs negori*tcd undcrsriteru,rs wsll rn tfutrf*r*l advisom, 

phccmentrgents, end negmiatcdrcmarlmfuE$gcnts. 

The MSRB alsoproposcdrequiringpublicdisclosureof underrriers' politicel 

contributionsto issuerr fromwhichthe'updllrwd# hfis rccetvsdundor"ft@ aqtfff,cts. 

Underwritertwouldbe rcquired to disclose to-the ItilSRB, within 60 days of rcceivinga 

conttect,politicelcontributionsto the issrrcr for rbe prwious two ycuEend to contiflrc 

rcpofiing sorni-rnnurlly for thepubscqum*o Vo*.'o If the un&nv-fi+r *n*i** to do 

butincss,t'ittr the furucr, thcundenilritcr wouH qqartinueruryttiry for !n-toycan after'lts 

busincssrctrtionshipwith th issuer cGsrcd. TtE IvISRB wrutrddissefirimtethc information 

elormnicrtly to thc pubiicrhroughM$IL. 

wt*n tftn*fSnn filcs its pmpoqa!stffi fu,Cwrmu$ioo.thc $trff will ruvreur the 

proposstin light of $cctionI5B's dircctiw $at thc M$RB's rulesbc dcrdgnd to FrEvGnr 
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frurduhilrqd rynigrhtiva rus urd p44fu;r,an{ fi} pffiore.Hfi rnf,,qqltitrbhpri*illq$ 

of rlrds. Fruliurinruily.thc$riff belftvd$thilt rhe [,SfrB.r p1upffir rt$rcstfirsI pq$irluc 

first s+ to rddrcss thp misusc of politiel oonuihriru. Thcpmpofrldso wou6 provi# a 

mc{hodof dirclosrre fircaty to rhe me*cl phcetht ir nmarrrrntly ernihblcrhrggh 

dirclonrn bypolitiol crndidatesby making irdorroerionrqg&dingpslidcd sruibuftxrs 
ewilrbh ft infsgrs. In addidonr thc,,Frupo{il r-'$ld Ptury * neuy rn r*" of 

infory*fu *. rhc NA$D,rlrcblnk $Silhlgrsi erd rtc Commhrioilfot u*ein invomign*ing 
rpccifrc rbusec of undor*ritcrs' contributimsto isrnrcrs. 

B. SEI*,enpticcs 

As disctrcsod prcviously,the rcsponribility for cxeminingfor compliencc withM$RB 
rulesud cntb,rclngrbpoeruter with rcspoctt" oonhql uunieipq; iltt+ llr* prl**llyr 

withrtlrcNA$D. Ttrisexinrinqrtonand c,tfsleF"rcfit adivity, qosrblspdwlthfte NA$D,g 
qualificetionrnd tcslingrequircmentsfor sahryeoph,is of greatimporterrccin assuring the 
:' ffity of th- munieiprrmarketandrhuprtcc*ior . investom.,Ortthcwhdc,the 

plaaiccebuecs.As AppendixD indicetes, theCommlssionlns brssghr sonre 5;Ji 

appmxin+rJy15hvotvod broker-dealers rytsiltirhg in municiprl $s.urirhs. In con14m, 
thcGommirdonhasFInUqhtover6(Xl onfuras,rcrlon$ inwtvfurg Umftci-d6el€ns 
gcnenllyduringthil pcriod. Similarly,in thc pa$ t0 ycersrhe IiIASD has brurghr 
rpproximarcIy1030formalsctiorsageinrriu rnmbcrr Etating to rrrnicipal scctrities 
ectivities,compartU!o tomc ?,4t3 frnalrlirdplirury rgionsrgninst lts mernbers for ell 
tlpcs of rcarritiesamivitias. 

The shffdoes noibctierethat the r#ivcty low numbcr of srles pncticcvioltiurr 
prusoqltcdby thgNASD$outd luu rugsilffiWo,r thp foirrerting p*rHiq'lruoUe-utringrl14, 

thffe are in fact fewrbuscsin tlrc municsnlreccritics rnff*Et. trhlle theCommission.s 
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:L mutc* regsl'ttioo ovcnightFtosraqhst $qnflilH thattheNASD hru e nreJl-ctnreeirrd 

dingtnding in the 

munieipal rcstrist$ ttp ability of.the }IASD to $Hltm folly poqrlrl pffis or 

tndbs rbuspcitr tlp mu*pt, Fropotsls t+ rlrcnpqgttrcinforrnuion**ritutt* lo Ur* mrm 

en dirnrssod furthcr below. 

t. MFRB Fatr P+cticc +las 

ThcSttff has andwill continucto cneourqge the M$RB'g effortto updare its 

suitebility and ctstomerprotecionrules. In particutar,theSuff believes th*t the M$RB.'s 

*ritebilityrc4rlrernentsshouldhe srenghemd at the carliestngssib-lcdue no rcfloer trigh 

profcsrionat$andards. The incresseof individuds ss investor$ in themunicipalsacurilfur 

mat*er,the fluidity of municipal instruments,and rhe lackof currrnt mff*Et inforranion tall 

for ongoing ruention to municipal sales uiceq" fte $reff is of thcvissrthru tlre,l*d$Hs , 
' shouldcoisi' r ways to ir:1pa-se cur'' mcf *warerr$ris ,t-tt*, ,o * iu"oqaro*ror .'ectorg 

deaisiqn,suchas the crcdi ryorthinesrof an issser. Tire stsff witt,lsfif,ifi,*t{und to thccf 

itsucs through broker-dealerexeminationsand rcview of NASD snd MSRB rctivlties, to 

en$urEthatsal+spracticeabusesare *inisrir+g fuith,firnunicipaluounlrto rnrrter" 

2, Meft.ups 

Ttre$uff believes rharcontinuinganenrionshouldbegiraen,in pnieuler, to 

prwcntin8,orcessivemer*-upsln thc municipal marku. Excessivernrrk-ups,o *orul*, 

to ocf,rr in a mrrta qrlprecustomaTlack mar*et informuion,srelrs eunrilEqudrtionsor 
rcel4lmelnst'mlepriccq,thatillows ttffii to f,lscssind€pe$dc{rtlittrsryt quoradto Ut*t 
'byllEif s*terycrsons. lilpn, as discuffi,b6low, incruring rranqper€fiCy or .rc,Suhf;or1r­
rtponingin tho municipil ms*ct is imporrent to befier pruccrinvcsrors. Ir rlso wmld 

cnlEncethe IilA$D's ahiEtyts cnfore theexisting flrsromer protoctionrutesof rhe 

C-ommisrionrnd theI'I$RE. 
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Thc$rr-tr clco ir corrsi$ri1g W,*y!'to,F- Einycsorurriilr*rr$cr inforurrion 

rcgErdingdtdcr mart-upsin municipsl catrlriticc. In thc Gxluirymrllctrs, dcders ere 

rcqr|iftdto discloifr on aonfqmrrlqns rrfisfacriomthcr rrkos h rtslc$s Fri[FhFl, gr{ in 

trus8fifunsmbjoctto tne mportiqg. ftc dischurmcf mrlttryr *lhwr investorsro 
errrhtatetlrctramactionclurgesin tradee with dcrlGrs.Altlrwgh in thc pes the Commisrbn 

lnr prupme{narft-rry di*treura rtquiruil$@i,fff riql(ls$lprifiqffii tradGsln munhtpat 
' 

1l|rlden, h tns nevcr rdoFedsuchrgquirwontt; TheS"f nUolcg thar mrr*'rrp 

disclo$rreo{r mnnlrortlons noutd be r rmkmbt". mrnn to yfdd dhclosl|rctn dcbr 

scarrities.I$ Pefiifller, the$taff belicves tbat disclosrrc of unrt+rps in risklcss princpat 

lradesin nruf{fnt andother debt socrrrities*oum n" ryrylnudtFunlterronddentlon of 

nnysof incrpqsilrg disclosuruof rnark*upr in othcrrydcuesttanryqreaqyrmprwc$dd 
wsuldberppropriatc 

3. CortinuinqElucetion/OuelifrcadomTestins 
'-irr,$uff believcsr',8| effons m'lgt bc nadr Io incrcase r..rrtGlriorr ebr.'. .rrunicipal 

sccllritiesproductsandappmpriatemunicipals+culiliacflles prafiice$. In pl4icular, effsla 

mustbe mede ro en'surcthet registered rcprcsenadtrerrnd Frincipatsare familiar with the 

,lopedba$cd on munlcipal 

sceuritics: Additionnf$, the $taff bclievos ttrrt c$tfigffii offortsto dcvelopi *omprchenrivr 

cominuingeducationprogrammustinclude morf itrformrtionon municipelsccurities. 

C. Trurm,ruacv 

Thc steff believcsthatthe degrre of trenryarmy in ttlE rnunicipnl sonrridesma*er 
is not rdequetc,uld shqrtdbe irrereered to bcner lnforur investorl in thcir dcalings with 

br-okcrdcrlcf-*rnd to mskd th+ mertcr mr" W'hitctln Suff nryportssoh;1rns 
d.votoFd 'n* t by mw*u ffi&ffi"tgn fu $rrft bctfqilGs ** theC-onnni$sion 
or tlrc M$nB shqildtqlri rmerto incr€ruG of mt+imcrmnicipal*u qrlritatlility 
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( information,to thc tulles unent fhi h*fogtrto1ry1 ilF dod of pmvidirg$fiS , 

informatisr$d it$ rclatiw urcfirlncrs. 
' . ThcSFfl heliwcr thal the MSRB hnscxr+qrivourfffiryrc,luglii+ glp*tcr - +, 

"t*ttryy. ff the MSRB &cs notrffin ilw purpron-1l"r"r hrs'ruthoiriry, * 

ErtcbuEcAm sc*ion l9(c), r,o rdd to or r$il|4.ftc.M$ns's nrlcs rg F$rirc gttfl&r 
' lranf,pwncyin thg municipal tccuritios,mrlfu,lf,m itusoalrm pu+orcof lnrplcnr+Siqg 

end ohjccnivcs thosoeurmenudio +.rl* urd ,,,,,.,of $ettion l5B, sppsifiadry l5H(bXZXCl 
' ' .(F).t* 

In rddition, the $teff belipves th*t it eurrprtly has the eutlrority under$ectien t?(n], 

of the F-xchange qd,*4* 'Act to rcguire municipal ruwntie*Umhgrs to npo1t prftlicly 

,quuationtrd hst saleinformafion.neryitc thi$ cxi$riry authority, thc $taffUdi"Wo Ml 
, 

lcgi*htion c[rifying the Commission's mil1oqity,1sluqulreq$steud hft mlo 1tports " 

regudingniririlchpdsscuritiesunderSectiont lA of thc Exctungenn ***ra rolforce the : : : 
Comrnision'rrbllity to cnaouregg r'.privrte{efisr cffnrts,as well rs those 6r r.ti M$P,B,to't 

irrrpnOve '.trarryarEncyin the qa*A for munictpelsoflritiEs. r 
' In thisconnection,Congmsscouldilnond$rction 3(4(I2l of the Exctrangr Acr tg 

removethe excmption for municipal securiticsfrom Soction I lA of tlm Exchangp Acl. 

Gnnting tha Cornmirsio! authorirypursuwrro Sombn I IA to rpguirc mnracrionarygntA 

for municipel securities will providetheCommissim with a cleer mand*te to encourrge thc 

dcvelopmentof medcct facilitiesanalogousto thosp dcvcloped for uher mrdcets, srrch as the 

highyictddrbrryrftEr. : 

D. AudltTr+its 

In thc vlew,a csffiralttfis i$ thfi pfiF@tlrgutatory.$ytncntris the tsr* of rn 
ltnTl 

inEEryedrudit tnil in ihe municipat s--"ryri$tnmrdrut:of rhe typegrt cxiss k rhcsocft 

rsd oprifis ma*as. Eocqweui tf,* &ni$d pr.icinginfonretionrvail$te in rhc $-rqdrtl,' t  

mErkcr for meny thlnlytradcdmunigiprtsqcqdilies,it is cxlrr*ncly tfuft for thc NA,$Dlg 

(
 



tsscri ttp ffim+sfi o.flhopriocs$rjngchtppd,ffiil nrspncrr bf ffidcisnl SccuitiG'S 

bmkcr-dertcrs.Tftr Strff belicvesthst thc tylSRB, rhc NASD, trd tho bonking rgucics 

shouldryort to ctlrtc a cos+ftctivc rr$e tWorUrUsystcfit thnt'"will thc rer*-hrom 

withrn inmgraed atdlt tlril of mmieipnl $c-,trifrsqxndryurlt in impmrrudcruvgi{enqfor 

etl Dqsmctrts of qrchrn audit trgil muH @ffific rhof tho mrltet. rhe dc,vclqpmeut 

NA,!D'gebiltty to cflmlnc lrld enforc ttrt Gri+iagsrstomerp@flIofi nhr of tlm 

Cotrtttissiorrrnd tln NASD. 

E.
 

As dircusscd prcviously,thercgittretionruquircments
for tnnsfGrrgent*crrrrmtlydo 

notrpply to municipal transferqgents,althoughregisteredtrsnsferrgcntsthst hsndle 

munieipqlsecutificsmust comply with the Commisslon'si"*rfo esenrrep$ions with 

rcgqr.dto murdcipet thnt $ssion l?A of:rhe Exe;hange tqcrrrities.Ttle Steff r$+orn:nrouds Act 

beamcndedto requin entitiesfunaionirtgastnnsferagcntsexcludrrelyfor municipal 

. triries to register witli the Cornnrlssior. aRd to : $tbj€ct ts trr ndm,$r,. &:rrhtiqqf f 

thc Exchgrge Act applic*bhto transfer sgpfit$.ThiswoutdenebtetheComrnissisnto 

fecititrtethe e+ablirhmcnt of a morc efficie,lrtsystemfor the *ryT* and se*lernem of 

municipalspcrrritiesrransections. 

F. MunicipalIssucrntsclosulF 

Anoiller area dercningcontinuedanenrionis rrunicip4t is$Er dieclocure. 

Comprulrensivcdisolonrrcby issuers on tn foilrtstarU:pqtofuShndsfs irppqfiryrtto trttsrors 

in crnluatiry offcring prices, mrkingdachimsesto whichbondsto buy, enrl fuiding whcrr 

to rcll. Undcrthecurrem$y$tcm,thequelityof mrmieipat offeriry doqrmcnrs@s on 

thcroluntaryu of lndividual issuorg* pt*errc gp*pr"g;o*vmomt, rpd thc 

compctElocof tha.edvfrlc issucrsruceivefrosr linmcialrdvisom,uder*ritcrs, and curnrcl. 

As elffi,suh,tnwrpl4eud oomprelrcnsivc dtrctonrpof ftc finu"ir,l coqdilhoof rhc is 

( 
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rd urJ cl-rdit csht$cer,'s rhcchqnflGfi$iessf thc sp$urity,mA*nuumrurrtdskl, is no 

ooarimudyrwilablcto invctnors. 

Imprucd dimtowr by nunicipalhflFq CIffiH bGGnrhli$hud r vgiqy of l 

notns. rAsdisc*rsscd ty thc GFOA urd offiers,h'thc prirnrorfffolrbove,volunu! ctr 

to inprow firclosurefor b$h prirn-rryotrffiS-t tnd f,F$rdily tt-{drtghaveprorodm ba 

contfiuctlvc 

Althreh rhcrcnolunqrycf{ons tMrH bacnoonr4gcrf, by ileir vqry,tr,BE' thcyNft 

imqfficienlto, rddrcss tlreinconsisteoclcsh thc qqdity,ofdlmlourrr ln, thc municipnl 

lcarrltiesm"tffi. In rhc $tnffs view,corrrprnhneiveimpmvcnrcnr,ofilrecxi*ing fy4cm 

,weutdrsquire Congrussional action. $ngruss, for cxnmptc, q+uldpl'ovidethe Coru*-i*nhn 

withdirectsffirtory authorityto sct nianUato"y disclosur€rcquirerno*rtfor municipd issucrs 

and authorizc rpccifrcaily the Commissionto mquirc eontinufuE finsaeirt dirclonrre-by 

municipatiffirsrs. Congrers corld eu* ru+d the,cxcrnp$aqtsof muuicipal bstds 
"tdq

rhe Scsrrities {ct anrt thc Exchengc Ac;t, rhcrrfty.subjecting tlrcnr to ilre rcgismtion srd 

continusrs reponing obligationsapplicabhto oorporrrc and foreigngwerilnentbond 

lsnrcrs. Tlre-ry*em for corponre and fsrslgn govetgrrcntUonrdir,ryqrttpgrrqg coutd nof 

bc rdopttd wholcsalenbutwoutdn@ to berdjustqd,rc tale into rc@unr fte unique 

characteri$icsof the rnunicipelscqtridcs
Try.

At a minimum, thaSnff worrldEnpon legelttlon rcquirfurg rcslftrstlonof flll : 

corporateobligationsur#rly.rngmunrerR*l nffirrti{{n'l.Fryg *n inlqm-ent 
flfSit 

*rndpoint, thcse scclrdties ercidsrticel fil coilporarc bondsissueddircctlyby thc urdedyiry 

obligor, oxory tlrrmtne.--+ry sn tln q$ in$nflilHltsis tex+xtmryn. ffre strf 

bolienesilrrt Utcgosg stngrOrwoiue ttrc trrru di**l"ru* regilrdlngdrc urUwf-yiqg noil­

uloniciprlmrpo*ta oblidrrr,u ilFy dq for ry uher rrsrrmunlqipalo$-nf. n *for., thc 
'i",

Strtr bclic\es tnaJ,timrooritiechwa rhmH hc eGild€d to n*orrr tha rqinmrim 
: r . .  

r for thc oorporrtecrcdit urrdcrlyi4 musicipat conduit sccildtie$.ttt 

(
 



( 
If Congffiss droosGsnFttorprw-ifro:rilha whhftF:ffiffiysorytffiififif,od lo rddffirsith 

' ' 
$rfilr*t ild cfosisgt*yl.oi uio iil this mf,Itcr, rlrc$t*trHftrgq fr1r rhs ,, " 
ge,mffi-itsion hliid md ruonary ry-H Ciog"or* ttootrldcxploltwryr!o i*ttgt" 

grisingetnbority.$peclficqlly,rtra stf,ff rrsl pl r n monsftu ffifldrlfr tdrl$s' 

ry.olqqdtry thntthcGom-laission pUucoucort$tsffFl#vu rnlbrfty.torywmo 
rcgtlding thc disclosurcsmquirtd by thc rnifraud provisionsof thc frdcrel roonr*iss lass. 

$imitarly, tlp St*ff wlll rrmmmcq$ rmcndiq Rr*lE l5s?-I2, or rffirg dildlrr,nilm, uo, 

prohibit municipal sccurities dcaters fiour rGoomflrcndlngoutmding nunicipat soordties 

unlessthe nnunicipal issuer makcs evaileblc oqsoins infonnetion rqrrdiqg thc fmrncial 

condition of the is$er of ttre tlpe requirud in isitial offerings. Ginsntlresesltemstivesfor 

incru+ucddirclosurr,rheStefJdoes nfl qry+c tharrhcle,girlrriw gt1ll cf rdditionrt : : 
aSthorityto thc MSRB, whichwurtdcnqUlrttre m cmrblirh @dng docrtryfafO 
$enderd$for municipal issuers, is reccssary. 

l]rc $nff slr*mgli t.slie';b$,honmrer,thetrlri Co.lriniufsn e+*i(nri' rig utn ooufl,r, 

notfuI lyaddltssthc|rckofcomp|etedi* losrlr trhthemuniciprI*rur i t i* : l ' i .* '  

notod rbove, comprdrensiveimprovg$glltsro the exi*ing $ysciltws,nfC't.tqHii6l$s${f,, 

G. CunentReeularon,srructtrrr 

In tlmir n{uu}, ChairarenDirydl *nd nlcoroltcitud tlrc vicnsof ttp $rrff
ryfil

rtgeldingthecurltrtt regutuory structurc,for,rnunicipalse+ryrtien.In rytiEntst, th-y lflnod 
whe4herrnr ch1*c in the enforccmenreilnffiise$on 

.rrlbryq$,miglqhF rpFqPd4t. Tq 
The scfrcmc of reguhtion for munielpal scarritics fornrulssd u$er thc l9?5 

Amendmcnts specielclrallcngosfor firnnchl raguhrors.A$hough thc hISnBhnsPtcssats 

bocn delegetcd bruadrulernelcing tto rctivslcsofernhority,iu pouarto flnerffi fi#: 

municiprttoflririgs tnrr*$ pqfitcipq$si* U"W t*** of tn* dioinfu*qf insseflif,nfild 

Gntfoloelffittt theHA$s. ttm f,ommi$fton, tm,ffrrt* hflil( rEssttofiyporicrsbetwoqn 

egeneics.tsfiris structureruducesthctrSRB'sqpporonltiesto dftrhp *atrcxfenise 
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bccryreitrdgw rfih rrd ettr-oroGnn qrtirnly tspactqr$ lrr rulcs. fffi FryF* 
Fdcntially",thisstn$tirt omld rlgllt in diffir# onfomrucruof ryuotfpfirhs, dFsrdadfuH 

,upsr:whcrhcror fffi r munieipnl dcdcr ir r ttnh, u rlilf,dt of Gonur#fuig plrilofophiesrd 
I '  

rllocetions of dttr rtsourocr. For its prrt, hmarcr, the Commiscioq hts buh rulcraeking 

nd ctrfoitodrgrrtruthoriryrcsardln-gru nunidprl rocnrfticenmnarr em dmhrs. 

Tlrc divislon of rulerneking srd cnfssnant $fihority bacrcen th ]vISRB sr tte o* 

nnnOurCth:HA$D rld rhc,brlt rWrhron sn ttn dh e qqwf t$Gsruq$fu &1tftry 
l9?5 ernC*rdrnerrts.'* To lomc degrcG, thctssditimr thrr fnnrm*ooO tfruAffign of 

municipattpsrritica,sg,rlation in t9?5 siH crt$ tortty. ** *"Ur* io Uc bmh bqnk $td 

fton-Fnt mu{oinql soryrities dcalcfi,'$ nrlththc$nk munfurfnlmryritier rctivithsr, 

primerilycubjectto rhe supervisionof the burk rcguletom.In r srmber of in$mffi, 

howevcr, bar*s heve tnmsfcrrtd their municipl rscndtiesdaler agivi$es to E rn-crlbd 
'$cctlon20" rfftliarc, registerod with theCornrnirskxrer r b$ftcrt4ler, Motrovcr, b*t+ 

muntcipnl*curities rleelsrsanCrnrn-bfltinrunirlip|rccuritierrimlersdi3-q1$nle in 

operation; they differ principallyin the mamcr they rre rcgutatod end srpcwiscd. 

In light of ttresc conditions. thercare r veriGty for rrguhtingof afternatirc strucmrre$ 
' ' 

municipat$rySrs;eeEhwith potentielbflrefitsffid 4rnluactrs, pqe E, co*gteq$
ttrong, 

curtdgnnt tlrcM$RB+xeminations$d,tnf nrthorityotrsr rU ds*lsrsi"t reguircnlt 

municipalrceuritiesectivitiesm be cm&med,by a nm-Su* deelcr slrbjcct ro NASD 

municipelnrlenrakingendcnforrcrnentardrocir3;Eor climi$are the'M$RB,rnd dividc 

rulenrrking awhority for municipalsearddar rmoqg th variour rquhtorr.H' In the fmrl 

rnrl}cis, howrrrrcr, $ ru*f* mln, w',tew *n **t ll
**"thc mon lryonrrble 


qrdimpmwcor*,murlcn$e$
schcme rnu ;-rmo*,$*i1tq ryryf,T 
orr bshnor, rheiuars sigffw$- *gr*qm$ rh p F l syscmfsr ffihforhs of 

rqu}uion for m,unicipntsecuriths.Fhs, tk'S*ffbdicvcs tht drc cffon thatwouldbe 

pquircdto otrrhaut thr msufarory-* *** rs mqs litcty ffit 

'  ; :  : ,  
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commensutterrirh thc bcncf,rts likcty rmid. Scostd, fie Suffbeliever thil rhg fi$srrtcc 
-

of ltfutiliion, in &ir inqencc;.is tharthoformorilrucftNrtmuclrpqry *lfth ]ii 
ryrry 

trkcr p'lrac 

ThE Steff is of tha view, hoilrflqr, thnr,tra anrrtnt silcarrc crlr he dracod tltsqtgll, 

iffiGtccd cooperuion urd coordinr;tionbemm thc MSRB, ftG lilA;SD, thc Gm4irnion, 

fEd,th hnr* rcgulatoryagcnchs"lilore fiFrypt, rcfte#ulod mosin$ Sa$ilgcnildfiorsito 

discrlssthc cununt pmbtoms,end boner oopfdinqioo rtW brsk sfid noo+ritk dFttor, 

cxrmirrcru,perticularlyregarding seles pncticctbnscs, could enhrnce invostor confdcncs 

rrd prctection,In addition, the wcaknesocsin the prcsontsy$tcrncrn be rcduocd by 

vigorous elfor'ccrneil by the respgnsible'egancles, rbwe, improvements errdasdiscus$od- in 

tnnqFercney,lcu$tomerprucctlon provisions, urd eudittreils. 

VI. Concluslon 

The $uff rp,prcciarctthe opporturuty to rssist ttle Chnhllsn, the Ce*nmin*; ard the 

Subcommince **rrirt andesthey coilsidsr theimpofltnt*ndtlvrr,rnic rnunicipnt r marl 

opionssveilableto rtrenghen the market's efficioncy end trensp&rcncy, and the protcction 

of investors. 
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l. .hhlic $sflrririesfumrirtinur.Iu rnyifif,tru*ycrr,rlrre rrc b**pcs 6190(}N$d8,ft00mw 
ii$rh-;s. 

Z. Thcern 'municfoulrccurity' Sffinlty rtfGrsto eaaritis iinrcdby nrres,m*r ,
pdidcrl nrbdivisions,nrchescifics,tswsr rd aomics, endptcielly wrtcd srbditieiuts, 
hrchu sful disticls or Portauhmilics. 

3. Fi$th Sffiitics Assochtion.Thcrprrc,ryprorinmcly t.3 urillion€tertcs of munic*pnl 
rccuriticsrprcrdrcrusr150i000dificrentiffiEsecfiof municipalrmlitics. Id. By oonuaif' 
rpproxirnufuvS3.0Stritlion in mrdctlrtrbEotgramootscglddcsrre un*rlding. ?9FHt. 
I&scrveBuU:A43(Iuly 1993)(Teblc1.59).Indivklurlinvcrrontinctudiryhrniss$oHcard 
nunnl ftrsd$)toH $?98billi-gnin eorpom*a,udford8ndebtscflrriticf,-Ftst' of Fuud* 
Aocountt,Fint franpr, 1993. 

4, A-rnerican (1993)et ll.Burker,TheBandBuyerl$QJ,Ycoftook 

5. FrrblicScarritissns$octation.Thisinfuma$ontsff of Srycmbci30, 1992. 

6. Rrblic$ccuritiesAssociation, (4tttcd. I99q st 16 

ITH*''', 
E. Id. As rn exnmple,a municipalitymry isnre rpwnue bondsto finrnce a resource 
recovcryfrcility thit would nor 6dy-proc[ss garbogesnd sotid*l$ils for e fcc, but elso utc 
the wlriu to rnducc t- d EcU)en cncrgy sourcefo'r elca:-'r:itypro*lclien -rf the 
muuiciDflliw nmduclnsorpioct.muoiciprlity ..cets..cetstltl itit ncilityncility asasaa revbhrrcrevbhrrcpmducingprojGct,itit meymey itnrcitnrc r,*cnuer,*cnue tlotdstlotds 
limitetl to rryaymentmlely fiom mrcnuer diriyod fmm ttreoFerrtionof thc fneility. E R. 
Fippinger,The SecuritiesLa*' of Rrblie Finsffi 18-19(t993) (comfsdns rnnteiltebonds 
rrd gcoeralobligationbonds).Anofter forrn of bondis tho limilod rycdd si$escmcst 
distri€t bond. Ttris tlpe of bondmay be irruod to developraw ltnd, ard tMolt, rnry be 
rupponedby a very nanow rex basii. Thurgh limitcd ryocielulres$rrcmtdi$rict burds iaty 
bc tevenuebonds,they a"rc,more frequently,strue$rtd in the form of gonml obligrtioo 
bonds. 

9. Furdamentds,$upranote6, at t9. For exemple,a municipalIffircr will issuebondsto 
financer frcility th*t r privatebusinesswill thenbuyonrn ingrllrrrotthf,$e. T,lrcprivate 
busirrsswill peyrcnt,whictrwill bcusodto py pdrcipt rnd fuilorE{ilontbebonds. 

t0. Id. hior,to 1968,Section3(a)f2)of ttp $ocurirfuAEtof l$33('tunittcs A4rl mC 
Socrio'n3(eXl2)of theSccrrtitiesExclrangeAcr of 1934('Exd*qF AGt'l *prc ntriodonto 
cxcmptfroatrcginruioni$dwrrieldevdpmcatbonds.In ruWmses eoreuntNhf,Sfu 
rdcqurcyof discloErnpmtdffi to invcsrdrrroqrfting indugrid*wtonocm Mr, tfte 
Comnis$fiffi {ct rnd fule Si-5usdcrthekctrneprdopcdRrilet3t urderrhcSG€ffiifrGs -
Anr.EE ScarritfusAu RcleaseNo. 48gd(F*nran' l, 1968)33FR SlAl (propodqgl; 
ScnniticsAct Rclors No. 4921(Ausus2& l96Ei33 FR l?6{8 (adg8tinghud SccNrriticn 
Act RclcrscNo. 5055(lylff€h 3l; l97O)35FR 6000(emcndirul"Ttcscruhs sa foffi rho 
amlysirto bcusodin &ermidng wlrctharbvcgpn in cffctt rrt ffiqsfufugrooritiet of a 
priv+t qmparrl rhetcouldrrotE, offcrrd rld $oldin reliencaonthecxcnpionr for 
municipalraeuritics. 
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( In respoafa to Rrhs l3t ud I'b-5, hErE$ rmldcd S& X(d{l} of tre 
Scf,ilitirt Arr ud Hion 3(rXtZ) of thc Ercbrge nm ryocificr[y to cfi@ ccflia 
ine$uist reucmchmds, tlri inrcresronwhioh rns crump from fo(hrd fucoiltc tirttifflr -
ftu6l-ril 1g[lsfldon prnislonsof thc Socutillrs Act rd to grrnt nrch rocurities HEfnFod 
mcurirysdrs Eder ho nrchrnge Act. EE $Gcthn 4tltc) of tbe Sndottilcnt $eerity 
nmcndmilsof l9?0, Rtb. L. No. 9l'373, &t $t$. ?tSt1970) 

In lg?t. the hmission eirmortsde bilt rhrt rrouH hew $ttic$od ifl&tffirt 
dewlmuroar bdnes to mefumriqr uilfcr dre $ocrurftbe AEL $S Tba t9?SItrtlusrirt 
DcrrcftipmcntBffid Afit,E. 3323, 95th CW., ?d Scs$, 124 Coqg. BGc. 21,6:19tlfTE). Tk 
Conrnrfsrton msilcilGd indus#t dcvrlogmt Mt b bc u#mfumty di*ilrct from otEt 
municiprts0affitic$to wlnrnt,ltetrrerrt-un&rI *pqw fq*ryuru{.soTEs4Fm[y

rubjoe b e rrrc. EE LGficf ftom SEC 
eil"iH"n ltlnoH ttitlhnas to Scostor Hrrrisom-$tillirmt(t'Isy I, t9?8),nnrir*ed gI l?1
hrinds wErEhH, tf,dthis bill wrs DGvGr 

Cffis. Rcc. 2t,689 (Iuly 19, t978).ECEd1g ItrGr fmm SEC Cheirmrn loh Slsd to Hsl. 
fimfttrv E. Wifil. eh*lnnri. $utrcomminmon Tchoommrmicmions, CofirumerPnolttcdon, 
rn{t Ffuftncc (},Ier; 12,1985}et l0 ('Efirrh Lcncll} (rupo'rtingrqgistltiffi rtqrirarncnts for 
iadusylFtreveruebq$$). 

The Trx Reform Act of 1986, Fub. L. 99-514. I00 Stat. 2S85 (19S6)*mended 
provisionsof the Inrcrnal Rpvenuc Codc rttd, rmong uher maucrs, ctirnimed the favorable 
6; ililil*i b*t*ror *rdiliri"rrti"t aJ"liopminibo*frsconsrin*ing rcivity bmds. 
Therefore, folbwing this arncn&neat, Rules l3l trtd 3b-5 rppty to s Etarcr yerlety of 
industriel develwrnent bonds not qualifying fur tsr cxorru#onu#r the Trx Rcform Act ot 
1986 h rlctenrdriing whether rqisintioir o:f sepru*e scsirities usdcrlying lrrdr bonds is 
ruquircd. 

ll. Prl'cipal urd interesr ..rip se-tntics ale crcarod by divirling, tn*fi3il, tnnrt 
" erreneemcft. municipal sccurilies into as mf,ny es tqro'dozsn priffiipal urd intcrestincorne 

condnents. As nn'example, Irhman Bruhcis offem e producrcalhd '$trips & Pieccs,* 
which permitsissrers to bundle_their prineipalrnd ir*crcst obligetions in variouswtys to 
$tisfy panieulerinve*or o'bjoaives. 

12. Daachebls cnll ogions involve the division of r typicel cellsbh bsrd into two 
sccrtrities, tlp underlyiae dcbt security and I $Epil:etg oirtion to calt thc botd. This cryrata 
outionmiv be rtilrfu#d 6v ths i$uer 6r soldto invosmri al tha $me the bmds er,c fir* sold 
dr thercafilrr. ftcE Eoild;the option msy bc frpdy bmght ed mH by inwsors hnving no 
ownership inrereg in the urderfying municipl dellt, Thire serrdtics have been dcsignsd 
primedty for instiunionatinvestbrs*esa horige agqinx dccliniag imercstryct. 

t3. Thc newrnrirblc rtte scciltritic-qlrrcludc invcrso fhothg n*c eesrrirlm- ud se(lldtiss 
*'ith imbddod fwtps. Ttesc new varinblcrrte cccilrftits dth r mmicipl issuef, to p-ilya 
oonse$tfixed rue (at e rcduccd intcrcsr cos) whilc offieringinvcgors fhating ntc 
rccilriticr. Ttey cen be ercctGd through a tnlg Snlshur, n*lircctifig inffiG$t uttl pinciprl 
flows belwses bondffirs. or thruugh swag crutgcmG$ts*ith invcnmcrn banks whcrc the 
i$uer't flxedir$c ir r*reppbd for tho*flootirig rilc,-whkil ir p*sttd oil to istnrcrs: 

14.&$f ixA'  ,  , l  ,' , ,  .
' B.lJ. SeE.fippanfrix 
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l?. Ilt. 

I ootG4, rt 62. Ar oJ199:,Oflhatqrl @{
unnrnUineof S1,145.6billhn, ho$GhotdsHdHd $598.4$598,4billion,billion,oror 52S52S ofof tilrltilrl dchdch 
ffitsrdhg; mumnlfr,nds,$164.7or l4S; prtpc{qfrndcrnntty imnrm, fl3t.8 hiiltrnoq 
lZt; oonncrcietbsrks,$98.9billionor tS; ind sffiGy Eutct frrnds,$91.6billim or : 
7t*^ hrc municiod t*nriticstfourfticc,'E$ of Trx,?S--[h]F bm chensosin tlrc rrx uGf,tmffitchil$eniil th trx ucrtrftffitofof municfunt es e lcmltr ltsilt o.fthcthcth-fi'l 
RcformAfnof 1086,courmcrcielbankownanhipof mniciprl rcruritiosdsresad by rn 
csittrilcd $t36billionduringtheycrrs 19ffi1990*rn ruum G$d to 59S of thcir 
Sldipsnrt.ycg'@f 9sl' EEtctELllry14fii
Tr.rnrsltiodf,',ill8tnlTrx I. (Dec.I99!] st lt, lS n.8,(*Faentn*].Timfiit is tlp sEf;$dfirf 

,mer*a t'ormunicinalsecuriticsrmount$to enpro,xin*tely$3billiffi perdey.hblic 
Sffiriiics Armcialion* , 

19. Inwrtmcntbonkersststtt thetnegoti*ttonis s$sgr*if,lin cowHcttsdotrcdngsbct*usgl
b sucoccrful.sushofforihesmu$ flItfucd egfirc$$ivclvard comprdeaslttdy.cmprdrcesivdy. Mto bcbc succcssfirl,suchofferingsrnustbebe mrrlff{txl aggressivelyafi _@'Morc'Morc MunisMunis SeenGdng toto thethe l.owos|,l.owos|,BidHGr,'Inwston Butilre$$Dsilv, funefune 9, 

cnrs oompaitiw bidding,; inh ory"fornoffi'fsfin,s 
g.g.c,-s. See$Gdne BitHcr.' Inr'cmon,Sudnser-bilv. I, 
1993,1993,&t&t I.I. AtAt thcthc timetime thethe ExdnngeExdnnge AnAn nns cructod,cructod,
 
rnuhcr. wnsdre ecceotcdmethodnethodofof fuumingusedby municipnliticsrt S$$tiei
rndlFf" -ur${,thcmo$mo$ qcc€$ncd fmrrrcinsuc rd ffior m$lie'
cntities.L lncs & J. $eli&nry,SecuriticnRasulntion343(1989).Nog[sh$d 

{ bidding.Ll.,By lg8-., only 26% of lori"-p61 ;runielpalbord 
bid, andin 1992this numberhadrhrunkto &mctr l9S. St
 

note4, at l$l t. $Sf;slsoRterin$ton,Hfil
 
rwrateBonds.3l Joumalof Finnncel?, (
 

ts?fr 
20. Feteruatt,ilpE note lt u 13. Ukewi$c, vohtiltty h interc$trrtcr hat boqn,asdluup,lsf 
unccrtaimyin the mrrlsas. Id. et 16. With fixd Eniponrat6s,the only sry an stlsqffihg 
bondcanbe rold to s ncs invcstorto Drovides currcntvicld (w,bcnmrket rt*cs of iffiErust-pricc,
havc-riqon)isro providea discsunrin wtriclrruuufisin i cryfitathss for Gr$dag 
bonillholdcrs.Id. 

21. Sot*ion3(aX2)of the So$rritiesAct, &nfrnrtly edogod,excrnFf 'leJay scflttty fusErI 
or guenntocd, . . by tlrs Dietrict of Cfubiq or by rny Sutc of thc tfttiH Ststi, or bry. 
rny politicel rubdivirrfumof s $tareor Tbniro'ry, or tly uri prblft lnrtryEEntrlity ef ffi o;' rtroflEsf,tcs or territorics * . . from the prwisi,onsof thc SGflilit*r AEt. 

22. $oction3(aXlzXAl$ii)of thcExchs{GEAct ffirnec municipnlracsrititses-'el
.p*i*ipal$cilritics.' rearrithE"is dcfirmd,in rdfitrfl Fut itr $ctrion4 F* 'dircct-obliguionsd,esscalrideswhiclrup s ohiliepiioffignnnttnn rs m prirci or 

imcrmtby, a Sreteor rny polfticeltubdivfuionthomff,or my innrumonttlity,ofa SF:  
uty poli$crlnrbdivisionthercof,or rny rrunicipnlaoilporttein*rumcmlity of w or $ffifrf 
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( 

Stilcs* r . 'TIE &finithrr of sr cxcnmnmnity in $cEilri&s,A$;Sctntun3(aX2)is 
diffsreotfrom'&* of thsExshtBGArt lh SS 8G$hoStq}{f,lGq(Gffiils er$*nrrlti6s'lssd 
"gurmmcod ' l;. byrnyslsts" . .,. 

S. REptih.-?f, 

24. hb. L No-94-?9,t9 Stnt.l3l (t9?-5). 

25. Municfintr*uriticc wcrcmdodby era typoeof ernftio*dgi*md bm&ordcehrs, 
whoboughrrd roldmunii:iprlrecuritiesln ddftim to co$dry in otlcr rcqritice 
rgivities; tole municiFntrbrdkcr eaddcelcilt, sh tr ru#Fgl rusu,ftlcsdcaltcxe.h,uitdyfu Etrtnit
 

thils lrroidadrcgistmtlon the Cmnissisq rld brirts, whlebtndad
rndrnd thssawidadtpgimr*ionwithwith thcCwm$rm|tl f,ndDf,fitft,r
oblisari,orlprurffilmunigipolsoctrlticrpury.urt1lp.purunnrio ilt'?{#F!@ fium $F-Clr4-S{dgnUAct'forobligari,orl ry#"s ur?{#Wq.fiumft
 
SFrGmlobtigilion bonds.Dcupitethe Ghrs-$torgnll Act pohihithn of brr* rcwritit;s
 
ectiviticsgcnemlly,rati,Dnatbe*ing essocif,riotsrrc pcruliscd sndcr
 
l2 U.S.C. f 24(?) (t 8Sl to @l in, uffierurim, $d Intrchrsofor tldr onn acowrt ,''gcncral obligntionboodsof ury Steteor ury politicd-urbdivieisr frGroof GffiraI 
ohligntionbords hrw- becninteiprscd to i*d$de rtvcnug bondsumnditionrlly guuafficod 
by cn obligorposscsringgerreretpor*,cn$of umtion, rrd, in romscsfat turfcsrrcbonds 
bedrcdby a benklcns of ercdit. SS M, ftpatidcs, A Guideto thc Cqpiul llta*cts 
Aaivities of Bgnksandn-r* Holdins Commrdcs3l-34 (tgg$. 

26. EE g,g. E:rchrngcAet $ectionl5(cXll, Scq,i,q$t$(c){l};'Sa*io'n ti(t}, $ofiion l?('b}, 
$cnion l5S(cXI), Sectionl$B(c)(2), $GffH! ZttrXt). 

2?. Bs, . r, dw to thc.r limirl L;volve*fiQdt'ift 6cg;.fiieee'iv#ierih 19.i}{prruqpt to the 

Bffikittg.HousingendUftsn AtrEirs(Mry 7, l99l). ThcCommisrionoontinuesro bdiore 
thetbanktccrrritfesectivftiesshnlldbeHitdue$doutsidethchnk in a $bsidiaryor 
affrliatethlt, rs e brokcrdraler,is rcginerudwith theCommirsbn 

28. ExchangcAr* Scaion3(aX30).UrderExchrngcA.[ Sc(ni{ml58th}fz}fiD, howcvGtr, 
Congrcstehsstod to tbcMSRBthcpourerto dcfrc by ruletheHrmcr of &rerminfuEthe 
*pentcly identifirbtcdcprnmentordividm sf I bank.MSRBrulc G-I ro$ fortha tcs fur 
HTmi$inB tlrusqrr*mtryidentift*bhd#rytqr$ or diulsionof * bn** qlryg tuffiimrl 
|ltrGs. 

Eq lqngp.Ac i l  l fB(b} ( I ) .: ,1 , r , ' , ,29. $ ,q{ iu r r  
r l '  ,30. ExclnffifiArnStcriFntSBft)Gl. ,, 

3t .  Exchqml+ $4gt'Scqtiw,l5A(b)G), tSF(d(5}. 
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(	 3?. Bchrngc Act Socrim lsA(b)f7) rt$dres fte NASDto heyonrlcsprwilliqg fu tbc 
dfufulincef nffibcrs who vblue thc I\d$*B's ruhc. In rdditisr, crfuninrlmactioasrre rbo 
posfute.SF$ E g., SccNrritics l?(e].Act Section I?(aXl), Scction t7(e[r;, ffihB 

33. ECeffi& txchanggAcr Scclion l5(bXl), Spcrion l5B(aX2) (ttgistrdiod 
ruqrirtmcmsl;-Ssim l5GX4)-t5),so(tion ISHclt?)-(3) (powcrto ru@, tutto*cor daty 
thC tteisrrtidt of a brokcr or dcelcr or munieipal cccuritier eelerh Sectist l5(bX4), -
Scctbn l5B(e[a) (powcrto imposc rpprrydr,tc limiutionson the functioqs rnd activitios-o-f 
rny pcrsonrfto vidhru the EcebangeAcs o'r ruht end rcgulationspmmulgttodthruunffi); 
SGfiiloilllSB(eX2), $ocion tSqeX6) (autho*ityro in*iturc indcecofttrt ertion XgsitrfitNnl_ 
nunic{* rocnriticsdcderthet is a br*}. fu ehs l9?5Act Rrput, surlletrde 23 rt 5?' 
53. 

34. ExchaltqAet$ocrionl5B(cX6)tA),$ccttonl5B(sX6XBl,@ion t?'(s). 

deder,oI^ 
municipal sccurilies deeler of fraudulcnt, doooptiw or manipuhtivercur or pncticesro cffcct 
rny rrrrsrctbn in the pum.hese 	 marrities. Tbe 1975 Amoldmems 

35. Erclrrngo Act Scctions lS(cltl) s$d l5{c[2} pmhibitthe use, by e bi,ro,ker, 

or ra.Ieof rnunft:ipal 
tsiiscd thcse soaisrs io makeclcer that the Connnission's nrlcmaking ruthority alsogp$iod 
to posriblemuriputativcconduct by benks or deputmentsof banks engagcd in municipal 
scdttritie$urnsecti'ons.Similarly, rnunicipal soeuritics deelerswerc sddcd to the coverage of 
Scctioillfte) of tlrc Enctrenge rtct. Thir-rcction Em$tsthe Commission Fcordkatpingard 
nporting ertbrity, e$d scrves es the rcferunoe lin for $ection17ft) of thc Exchalge Act, 
whichconfcn oxaniination &uthority. 

36. 94rtrCorrg.nIstr$ess., l2I Cong. R6s. t072? (1975) (rtrnst*s of $ennmr To'wcr).
{ 

\ 3't, In fact, the Ton*: Amendmcnt addcd orrl,'$ectlsn t5B(dXL, imrpor.nrgdisclosurs ; 
limitrtionr on the MSRB. 

38. $aEThe 1978 Industrial Dauelopment Bond Act, $. 3323, 95th Cong., 2d Soss.,124 
Cong..Asc.21,639(1978). This Act wa$a Commission srrp'portedbiII tttst would hsve 
nrbjilged-induqu_i$ dcvelopnent bonds to registntion_underthe Socurities .Arct; No hearings 
w$p hcld, tnd ttris btlt wii ncvcr subjocr rc-a vote. $* dps $Se11 note 10. 

39. Wfuih l.cfiter, flff* note 10, at 14 (in ru$pgns€ to questionsrulnting to municipel 
sccrrities rcguletiqn; reaomrnr,ndinEthe rupeal of tlrc fixchangeAct Stctioil lSBtdlG)). 

,m. $ffi	 Ovcrt-tglrtIIFqlinS 
DcfoilE thfi	 , ilfd Fowtr 
Aftninisrf,fiionof ths, Housc on Interior rnd Insular 9-tttr Cong., lS 
Scfiq.0uno10, 1983); $EC, 

I 
-

Ltr[tcr-, 	 r]otc 10, st 14. Eee dff ?4SmuriticsRlguhdoq & Law-EGDort flr-Y$ SIE 

42. Rcmrrlc of Drvid S. Rrder, Chairmen, $EC, ro the hrbtic SccuritiesAsrocistlon h. ' : *-.i:-­
ryocniJrf̂timr_{Oet- *l- 1987t.SE alssd3SecuritiesResuletion& Lrw Rcnottl6f9 -.' 
(Odmcf 30, 1984, '' " , - ,,+".'i3,.gg 

43. Ercfutrrrnotes lO4-109 and eccomponyirg r€x{. 

{
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( 

U. SimihrproUtcmsmry rri* fffiil thc fdefitlo[, h tbc ssmcEilEqr, of othcrbond 
cryefisinclpilingfiffirciai roviso-rrEsd M oorffiGl. 

4j,, Igtar fmm Witlirur R. l+fcl.lmes, Diffiorn-Divifiion_ofEnfogmcn-1,-$SC,to ttflri0ll$ 
brukcnrnd fularr Ourc4, Igg3); Lcucr fiwt fulfu K. Luu, Arrinrn DErctmrrDivitftilr 

(Iuly 9' 1993) (folhw.uplcficr).oi nnforccmcnt, SEC,to vdriurs biokcn rld dGNlGrE 
. l  

d6. Ttc MSRB hascsrridcrrd this issc In l99l-rthc-Mllnts-.srrfr prcsartcde­
glcilorenduf,rto rhcEorrd rlisq$sing posribhtrtrtmGdof politicrtom*rih*iont. IB All.gus 
of 1991,, thsEosd-isnlodr rtftisc gco€rdlty'{tcflrtgint eomrftrrtiuopneiocs&et 
Ery,ta illrysl or ufie*hicst' t$Gpr.l90tl rt ll. 

47. nnh l5c2-12 wruadopcdPuniltsfitto,$@.q4rjl,.-3nlQ,-l{Sl. lSB, l?, rm ?3 of the 
ExchanseAr* SmExchenleAfu RcleEsc I{o" A60Ef(Iune28' 1989 l, 54 FR 28?99. 

rl8. ExctungeAct $csion lSBftXZ)tC). 

49. l9?5 Act Rcport,suoranote 23, at 4?­

50. Tlre rntifrrud provlsiom continueto apply to municipal sccrrdties,ard pracriccrsuchrs 
cxccssive undisclosid nrar*-upsviolate thosc provislons.SSF,g,g., FxchrngeAct 
Scctionl0(b), Exchange Act Rule l0b-5. 

51. The MSRB wesgiven cxpticit rulemekhg authority rcgerding:grndrrds of professiural 
qualificarions,$rlesprrctiees,recordkeeping,the frcqnency of periodieGorytiiltce 
clxamirntioffi;fomr ind oontent of quotitions relaing to niunieipol rccuritiei, sahsof new 
isrue mrrr'icidal gecuriticsto relatertironfolios du'ing the unaenrdtfutg priiod, rd otbe:-Erdar6; 
1ryryp _of ttregrrden*rriting,tradin", and sele of nuaicipal rrcuritiec. Act .'sffion 
tsB(bxzxA)s). 
52, Th+ MSRB has remindod dcalers:oftlicir duty'sffuUdis$lofltruuderM$Rts rulo, G' 
l?, andperiodicallyhaspointedour specific itemi thrt should be disclssodto thc cnttotllcr. 
foiEi,arirph, in Juiy, t9'85, the MSFb $arcd that MSRB nrle G-l? rtqrriresmunicipnl 
rcctriths-brokersto sdvisc custome$ on thetilflbility of 'whcn*issuod'sotlttitFs,Sffi 
MSRBInterpruetion(truly29, l9E5), MSRBIrllssust(CQI) et t !Stt; rnd in lu*-'-1193' 

ur Sgqflional notice rqgardiag dcacheblecall rucurities" & MSRErhe MSRB fntbli$t^eC 
f,roons(lune1993) et I?-18. 

53. SE MSRB Inrcrprc*ation (Manh 4, 19$61,M$BB,lvlanuel(CCIil)nr I S5Sl, 

${. H, 

55. Inqufuiesabouttlrc olstomer's frRancial sttustbng€ocrally rrt msde u or beforp the
 
qeniag-ofceeh srnomcr accounr.MSRB rule G-S(rldxil ruqiitts tttmfunpdscouitia
 
brokerirnd deelers to mrke and to keop currunt thc infsrrnetionsuptil*l in the cuttffir
 
rooflrntreffitd to a$$is in monircring*1n$"* wi$ tlp mtra
 

56. MSRBrub G'19 strtes thilt thc dcthr *rtt no rccomrmrd rny #ccific trcrrserftntn 
e smrrity unlesq thc dealer has rcasonable qrumds.basadontbeinfoinrtion avaihbhfmm 
thc issuri of thf mcrrrity or dhorwise, for frcmrmcnding &ruEhfis,, f&leor offier 
transf,ctionin thc tccurity.Seeill$ MSRB rule G-311. 

{9_ .._ .
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ffi'ffi; :ffi'T 
rrltn tlt Effil58. S# hsnfftsmstiltisr II, Ilaymart"E{ryl3,!{vhipn_q${q#. nts-t$sft'.$ffr to­
Rcur*c oftdrififimr A. Teybr,Exocr,rtiwxiircadr,['f$nB$fiayt' t?!a]. SEEfISI 'Cusolffi

nfuhudY. n$crft, Cmnisioncr, S-H, U thcE$S Scildt-ilrAssoigiltioft, 
Prriofiba rnn mUtit t ConributioBs-(liay,26' 1993hrrd Bcnr*r of RiebnrdY-. 

New'Yolt. -]&dstniso GMirffiilI ofof New'Yolt,'l&d&tnitrG Outomcrnr";;--i!"**iiii**-R#crts, Commissiw, $EC-et$EC,-utlptlp MEDifuI fwrrm-
P C-.ihn4* 1qs"iApr-il?1,1993). 

59. EtE }ISQB Ernorts (SGfl. t992) rt 3­

60. EE MSRBRrportr (Iurc 1993)u ?. 

6t. In lgm. fu MSRBprovidcdedditioml guidenccm dcalcrsrd cnforcerncnrsgGrteeEs 
on bsnvto diterminethe fsirflcssandrtssomttMs of prittcs.Ttc }ISRB IEIEdEflt the: 
vt"Id i,;;cdffierHtl"rort importantfrnor iniudgine frimess rnrt resonnblmss of. 
;lripc. Thc yidd shild be comparableto thc yicld on Uhcr *eritics of comprreUtc_qq8|ttyr 
inauritv. c6umn rateendHoc[ sizc tlrcn avaihhlc in the BE*EI. To detc' thc }|SRB bas 
ntr;*#i$"diov *rtnenamel$sto MSRB rutc G-30conccmirtt feir pridag. SEefdSRB nle 
G-30, trfsng Inlerprmtions (Scfl, 19801,M$RB Msnurt (CEIII8t | 36{6. 

No. 3,i168? 
s ExchDEcArt ElcaseNo. 314?5(flovcmberI8,

6?. SE SecurfticsBc[rnee ActReJease (]uty 28' 

766,(tg8?)l 47gff;?c6, (19t2);rndGtu$ve 
Elkin lff.,47 SEC526.(t98t). 

' ( A$ discusscd,municipalsecuritiesslE aor cxemFtfrom thc antifr-ud prov-irionsof 
thr!Scflrititls Afl, tile Exchingc Aet, or the ftmmission's antifiaudrule, Rtrle l(b'5, 
a@tcd Fursua,ntm $ectionl0(b) of the Hxclt64gtAct. 

63. Id. 

64. TheComniesion,tttcNASD,*ndlLHM$SSIhavecorrrbtimdeffon$to preventmlet 
s*riugpncriccrbuqinthemunicipnt t'!|iq 1lql.ltrytl1gy$,Hl-f$S-^-. .,

lxorssi*cundisclosedmert-irps;theM$FB'I nk rrd policicspidritit cxcessiwmart+ps 
whcrbcror nordisctosod.ttie NASUcnforeGiIdSRBruhsurd-inirirm ditciptinaryrctioos 
tgai+srmesrberfirmsthatchqrEccxe+qdrrem*rkfry'cin $c nlc of municipal' 

r qfnicflnqtrfimrftim6f. ttre 0fiiltissf,pnthrutrcldthat,rbronteo$Fqtfraisrtgcvi{on0c, 
dcehr'r contcrnpsrtsoouscostis thbbcg cvkhncgof thdorrunt merta. Foi'GS& 
Arsocietp,4?SEC746,747(tg8z).Ilrer *udrrd hrsbat lcco@rdjudiciellrylfl-r
ili5thd euficxtof cdrmrerl *crrritics. hidqiw emmrral.Se Bryrst v- SEC,319 
F-zi 3l|{t{$h eir. lgfft}--Seeelsoscsuiil$-SnforgtiflrtF.zilt,mrsrhch. ls63).Emalsggm**fu-udorye Rcmet$cserd FemyStockgttE+4$ mFffi*v $!od 

t9EE).-sfi_Q_rboRcform̂rirof 1990,nrit.ilxo, I0t.p9, I04@.911_(_OELJ5; 
SmrritiesErrclnngpArt.Rclease tAgil el, 198?), ('Zarc-No.?4368 52FR15575' 
Curpon$coritiocRclcrsc'). 

66. @,47sEcfl6$$8t). 

S0',.-;-.".*-.
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67. Invcsnart Flrnninp,$acudticrErctilEq Afl nGhiseNo. 3t687Ouly29, t993).mG 
Courmigrionsilcd in thi$casetlnt it dill ffi iilHl} ts Buggc$tr* mutqs u*r 4S sny 
mt bc udeir. 

idc III, SGsim4, 

fi$. ftqqqsc Act Rulcl0b;l0(aXBXiXAl" 

?0. Fxcha,rooAEtRrrhtffr"l{*X8}S}fr}, Hxfrngo A#tRrsGlfg*il; dnPt+ditr 
1992,rcquinenart+4 ditclonnp,bilfGdone dcder'soontcdpolemfirrGosrbstr on 
cugoner-aonfimrerftrns Se Exchl4gFAEterd bcfurcthctgrdcin pcmy nocktmnsacdsor" 
RcIENsc (April 28, 1992),5?FR IS00{.Ho. 10ffi 

71. In rll ffiuriclpal tndes, Rulc G-l$ rtqgfuGsdiscloilrt tht u urhlchtI ofof tht)'ldd
tnnsanion sfls cffoclod rcdting dolhr trlrnsedtrrnsac$ionrGtrGctcdt sr a yiddendendthth rcnrltingtfullrr priecpriecforfor tnnsectibns 

#GctGd thebsdsof a ddrr Ddce.thecsufrrfittisil mustghbasis. For tnnsrr*ionseff+ertdononthcfrsis cf i d#nr pdce"t[e Gonfifihtthttmugtshqw
&c prfucprfucrtm w'lrfuhwhfuh*ra*ra tr{ffiacflitrrtr{ffiacflitrrwtswts cffGttd nndthsthsGffcttd and h'T,Gsloiltos,of,tfrsof tk Efitrttin8yioldtothc&llrr&llrr trfitrtdngy,iuklI 
cf,p,li"ld b.per op$on.or yi$d to rn*tutity;'For tmnsam-ionr st pfir, thodolhrc@4 
price is requircdto be thoum. 

72. In 1976,the CommissionproposodFWirinS cusfiomcrconfrm*ionc to dirclotc nrrt­
uusin princioal transactions ell dGftEr$d oqritvendowity socruitics.socruitics.SccudtiGtSccudtietExchrmcExchrngclrpsi$ risldccsrisldccsprincipattransactioisinin etl 
ncr nAeascXri. IZSG GGs. 16. t9761. t 41432.In rccoonscAcrndceseNo. 12806(SGfl.16,1976),4l FR4l lGryffisc toto eommcilf,eommcilf. i$ 1977in I9Z 
thethe f"rxflmissionf":,ommission ruquiringdircloq*eon of rffit*"{ps in d$elofsrcproposed omsordinnationc 
sriacinaltrensections non-municioal rocuriti ils_amffrmatimpnacrpd tnnsectionqinin qon-municrpal&bt&bt rocuritics.Ir did not eply 
fuquirrmeilsto municipalscarritiesto ellowthcMSRBto devdoii-mnfinartlsn rulc for'reth*; scfi'rl-ici,butrcicdthatif.ilreM$ltB dnse nd !o rct ilut+ry li*doeuru'rr 
risklcsspucipqt uedes,theCommirsislursutdrerrisitthequcstionof rilptyingitg 
ggnflgilioq-rylg tg municioal$csritics. $coridesExcbangeAct RchssENo. 13661Otrc 
21,197n,42FR $349 n.'?. 

After specificellyconsidcringmark+rpdisclssurefor rirklessprincipal*d* in t$o 
prblic herrings,on Fchunry10, 197E,dteM$HBir&nnod theCwrmirsionthst it belicvGd 
ilur suchditclosurcwas-uinocessery"rid'irrry4ryrhte' for munieipelrocurlties.Lror 
fromGdrle B. Horonritz,Cheirmen,MSRB,tri bctrities ard ErrchsfupCommi*ion(FGb. 
l0 l97t). OnOcnobcr6, 1978,theConrmirrimrg3inprWosedFqufuingcodtrmetion 
dieclosureof mrrt-upsin dsklcsspincipgttransactitnsin all debttacrttities,_Socntities
ExchangeAs RcleaseNo. 15220(Oct.6, l9?8), whilear|opinesirlihr ditclorure 

ftr oqpqyqocurities. *t* AmRnlEannsoeurfths Ho.tf?tp6Qu@6;
iffiT** 

Thcrlsklcsspri*chnl mar*-updicdh,rsrgftmlrrnncmsfor &h rccuritieanicrE 
withdrewnin 1982onooggrwnds,-$csrfticsnxcfirngeAatRdeateHo- 1t987(4il9. 27,
1982),47FR37919,urd yldd dischEEFErsriltiffii for oo'nfirmatlws,form-mfrcipol
rcqrritiess'crEproFosod.ScetrritiesErtelssgiAct RclEErcl{o. 1898t(Aug.27, t98:l}. iteErchr'*intru'soc{rdtic' AeI#HriffiE,Tffilffifrtt*tffri34 
n. Mos qustifriflrfuredl4 ir crn*CIilW*uCI&fthcruryfictcof,th6tI{,$Do'rrln I{YSE, 

74. SffiMSBE$ s ftf,dl tggS),$::I7. , 



75.Effi+q4,-G 3. 

?6.' Ar"iikftcd'iria rrcart MSABproposal,th, numbcrof ectivdytrrdGdissuer(isnrGr*lth 
fouror rrroreinter-dorlcrtradesr.ira giwn &y) nngcefrun rf,lirucimrldy 80to 350 
itstps, wilh rn ftErrgo of 180cechdEy(bilsrliionr ruvientof,foGrdcrlFJtradfuErctivity

IlfiSnB**PlemsdFibt for RrblithriryIdGr­loq AqFs lggl tlrgughfnogy- lllzl._$E
DcalcrTnnmcrionInfomuftn,' MSEE-ESnE!(Iurc 1993)rt 3. 

rEaEiyG {95 slbrcr'ibc 
to tbciiryloa clcgromicdty.Insinnionsuay rubrufrc 
n. Apruimrndy 4,m0 nrbccribcrs dF BF* Lls BsodTfr*cr, rd 

78. BhmDcre rcrchcsrproximatcly30,000tflEirrtrs, Arffiffi nachcerpmrin*cty 
50,000rc,mlmlk,rnd BridgeDau spptsximgttly8rffi tcrminds.gloffibFrg tsminelsrrt-ms*ct 
adirdy urodfor'muniilpel-scorritics iqfortustioo,NeftlrcrAIIP mr f;rlrtcrt prwitht 
uy municipolroarriticsquoetim, last.uh, or bid in'furmerion. 

'Hcti#79. firs ffirnielsf,l tocutfttesmsdfctclrr bt ghnstutircd tt t m$*tt-' For the 
nejority of murricipalsscuriticsi$sucs,munieipatseorritiesdadcrs-trftlif,h I $etcrlrGilt 
indlceting'bid wented-- dealerulist rcg#ities thc!, era willing rc idl wfulmrtquomtiods. 
Deelerswilting to bnrythe sccurityworld negcine with the dcslcr thn pbtished the bid 
wrntcd, 

80. Kcnny maintrinsrppmximately900dcslerrcffislt$: Sffi dcf,lcr$are tubscribcrsto. 
their sctmlu. Approximately50 to-60 institutlonsr#scribc to thc ttcilrsy rcttcn. 

81. For exenplc,Krmy providesr municipdree$riticspricingrcrvicem dealersafid 
hfrruti*t.. illiF":, thepricesofF*I-ptrS"t-many securitrgby a''elm$ng.amoqg..ofqgr
othsrsacuriticswith sir Jar mahrrities,intersstruc$randcrcditrisk.{ 

E?, $g M$RBRryns (June1993)u 3{. TtreMSRBRrblishodthf,proposetfor pftlie 
oommcnt.Ttc prorpoca!lrasnotbeenfilodwith thneffirmi$rtlon. 

ir crueialto e.ffrcient 
pricing.mechanisms. 
83. Trerrsparncyis imponantfor severdrt*sons.First,transpercncy

Currently,municipdrurlct ptlclponu, irrcludiaginvssorsrrd 
municipnlsecodticsbrokenrnd deetrers,lrck rsctusn buyingrrd m.tlingintcrestin the 
tormol ftrmfirm Drdbid endesk+txteckqudttionsqusttlonsendlamilH taffisslsselsfwilrtfrwortt for thcmeixity municipelformformofof fum_fidurd askquq$lonsendihm,sillfi Brjodty ofof qrnicrpel 
mcur-ities.(Thit is-ry !o iry,.!pwovgr_,ttru rnrtdina nsc$rities. fThisis rH to say,howerar,ftu rcrl+imafipofiing is necosraryfor lesr 
activelytradodmuniciprlsssrritics.)WithurtEsocfisto thisinf,srmrtignrmar*elparticiparfts 

a disadvrntese esscssi$e wlue the* mitht considcrarcarc rtrt i disadvrntegeinin esscssbgthethe rnlue ofof sccuridcssccuridcstheyownown oror miglrt coltsiihr 
Durchrsinginin thcthc rcf{ildffysanmdarvmarfter. wi@v q||safiionrnil infsrmnrirnMomMom wi@y erraihbleerraihbleq||dafiioned priccpricc 
wwH nore eompctitionbetc.Gaill bccfii$cfu,hesfificstli?ir ilfurccmlwEtqruandctlars bpcnrscit ircrcffis to 
qu@ ntgrMs. 

$d, ttanilEarencasenniu in'rcnsrto Gvr&EtGwMhcr thcir brokarsrre us$ing 
than feirly by obtdilhry rhi bag aveil& prim.snd brycfrsrgingrtsroffble mart-rrpsand­
martdowngon thcir tnnc&crion$.Withoutrcsccr to thGpriocsthm Ulnr martct pf,fiieiptc 
rre paylnEfor the came'eegrrity.they crgngtGtrc6d}{ily&scHninewMhr thy hew inid e 
ftir ptiec. WbEnqumtion rrd las silc dB'firc arnilailc sr e rcd+im hsis, iwenom cen 
dcncrninewfuF tb"ptl* ttrcbrol€r idf,srrcafuywill ruadwis tlr bcstpriccir thc 
mrr*a the_.lfioilEover,accurate$]dc srd dtile ryofiE dh'n' invtgorsro bcmer' "t-tha!monitorthclfiirf,ofdetler,mart-upsbf,tlilSi'trssr*ffiion$. ,l 

s?
 



( t al*ocntnrputhorrymr.f tugq{H.Pjcr1ryCInrmfr 
rtsffiibilidfo to ri'amt trlc,spncdca&qruf,is tbenuniainnttcou*lrq-p*l*tt. ThB 
rlen"C prut'idoft of th f*ret mcrnitlachnrr ryty to nirofuiprlffirfrticc bildfiqsrnd 
derlcn. TIE lrc* of Eubti$cdqrotcrnd tgds dffi- l*psruity EthE$rurncif,enocof thc 
munkindsccuriticsnr*ct noft dffiH#. fih$Es crn Epuux*ioo4 rd crm wlm Dolbcd, 
invc$iirrios rtquircsrdkins drtr fr'm nufiPh Eulrffi whichney iryodc ryl*ory
ooodifoiionrni imrugorfrstodion. Ttc dtility ts gtthcromplac ryuc rrd lr$ ldc 
n4rorungfsflinres rucomtructimof Erdffirt*irfry, *tI* fu-crilkrl noinw*ig$iry 
friuduknt u mrniprletivctnding $hfty. 

' 

E{. Rmt-rinctnn+cfiq npwting rE$iler F$ -ieEryorts to bcdtsscuinf;cdj+b 3
rcumohh pffiod rftcr thctridc. For 

-crrrytc, 
fc cqrhy mdtfua within-thqFdiotrsl 

lderlrGtSvricm.brofuErsenddcalcrsrre rwsind fa nport tnnsecdmcwnHs90 tmndr or 
thctnde. Ee Consotfoturdfrpe lssorsuidagh& $oEth$VII. Fsr highyidd dEt[ 
rsrriries, m nnsn's Firredlicomc Pricing$y*irn ('liES') rtsrfoEs-bfirllcrsrrd -dcnlGrs 
to glbmirtndc tqon$ within5 minuts rftFcnotulem. Se ErcfhngcAct f,slcsrsl{o. 
320190yfarch19,-199:l),5EFR f6428. 

85..Exch+rg*++soc{iont5B(bX?}{.F}.*eflpn,ttr{b.Igs}^ryffi.l$}fifn$authoriryto-includepmvfubnsdsrlcidfuieth formsfii;nrGdt o'fquontlursrditisg to 
municirElmcuritior

-Efticft
mev-bedi$ributsd uuhlishcdbv rny nunkiml ecglritles 

brokcr;municipl sceurithsdftbr., or pfiron rsntxfttod 
municiSnlmcrrritierE&iclrmey oror prhlishcdby eny nunicipal ecalritfu-t 

udxfttod witli nrel r munieiullientmouitiee 
bro&cr-ormuuicipl socutiticsderhr, rd {lrp;rsnr to whornruch$ffisfiiory milybe 
nrppliod.nuhs reletingto qrmtadonschf,Sbeihdgilsd ro producsfrfu rtd informntive 
gur*uions,to p^rcvc$fictitiousor mishndillgqumrtions,urd Io pmmdEordertyptocctlurcs 
for collccting,dimibuting,andpublirhingquotatlons. 

( 86. ExcfnneeAcnSe(diotrlSBtbXllC) 

8?. ScaionIIA of thcExchrneeAetpurts theComrmissionurthorityn orrumettre 
dcwloprrum-ofaNatimal Merlicr.Sfgq.nflNUS") to implemencertrinspeeifrcd 
congrcssioffilgoalsffid c[focrhrc$including: 

G)cmnonricallyc,ffrcicntcxccutionof toffirtticstrersactidl$(ii) fair compcition 
trnonEbrr*Ers-enddcslurs,smongcuc]nngamnrkds,rnd bctwcen€fidtengc ma*e$ 
endmrrkas ulrer thenolcehensienrrfu*s; fuT)theeveilabilieyto bmkerr,deahm, 
rnd invcstorrof ilfonnrtisr *ith lFspd to Wotetisrsfor eld trurer*ionsin 
rccrrritics;(iv) thepncticsbilityof bro&crsGfiFfltingintcloru orerc h thcbcs 
mertct;e4d(v) anopporarniryforinwcnon:oldersto beexesnodwitlm*.lh 
Frrthtsiltlotraf r dmiltr. ' 

ExctrrngeAct Scctimt lA(aXtXCXi)-(vI. 

88. gxchilts!AH fuhs tlAf,z-l, llAsS-l, rnd nuft' ltAr3,2. tuh tfAsz-l (th
'DcgignatcdSoqrfiils Rlile') andfuh I l*i&t-tt[c Trpo Rlile'] fuigmtG dtc sccruritlec 
or cbsscsof merdtiesqnUfpa for rradimlEUrct$f;S. hafaruth tftDtioo of SGfiioo 
llA, thcComnisho oiigitrdty ilf@rodfiafUra ngo Fnrflrrntn mlgrity undersGcdon 
I?{e}.Rrh llAr2"l ffircc tt'Etcrrir'mrhmd-mrrM rmuity- to EGutrny rE$ortod-­
scunityrs dcfimdt& Ruh ItAtS-I. n$h llArl-l(r) &ffoeeenportGdmenityer -&y
cxcfrrngclisod ttouity or HASDAQsGqnfr#fur sldch trasctho rtptrtt re rcgilnd to 
bcmadsons rcrl+imi bcsisFurgrarfito gr l*t"ts phn. Rub f mrj-ltb) lE$rittt qfffrqc$ 
andrssociuionsto file enNlii5 plrn rqrrsng rnnmiofifi itr ti$Edc*pity rtetritict ud 

53-__ = --. 
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NA$DAQI'IIfiS ndtqutilryt.Rule IlAal'l,(SG rPhaRqlc"]csabFfu F{uoeduruE
for NMSPhnf,"rcquircmemr 

of thc 
oonsotid*cdhsnsrh Dricilsfor IiIYSErrd tlncr( li!ilcd$ocki (sttdrsfuml cxclnngeisslcs 
tbu ruhsuntirllymq+-Ancx lising nrmurdr). Thcpriocsrtd votum of trrtu itr ryf 

89. TheCmsolidatcdTbpcAlsocistio$('CTA") provi&sfor th dirsarninatiott 

_
lkili-#-Urn-mr*a in-whiclitha'tndbtrlc$ Filrfc,rrc dltecminsodto wtdOrs 
ron srd ffic Deu) wcr hig$tpod dila irrnsmiutiffilirc6. Tte 
huou$ffi Syft.* fleQS'I ofrmftCu;gqrcnefionrftlomdt nertmr end_m;fta 

ffirioclu- Smec-ligrd-noe*surd disrcmimtogthcmto rundorr.Thclucrosrla Trfll|ogrndd*rcsigtos rl*ri lo lttndo$.mc mcmsnattT!*iling 
Sy53Hn uldnrSin cxstnrgc-tiscd rccuriticsbuq{ ut['ffS;t iicimercsinrcrmartcr Gqulty

unenatingfmt thcthlcd-rilu*cts.T-b*"NiEP+9tgfI_fft^;it!.nt Ep41i,n-inforaution
d;i-ddf"irhr ortirioo-roa-i.*r"aion ;€pfftltrB for thc'ttpperticr- gllc *.Emfties.Tte-Cftign;pdilItd;trirg mrianion rtponsfor cxclrurgc­
li*cd qptions. 

nuttro*iyq'oFRA'iaissEnimrod 

90. Str l-c{ttr frprtrrRidrardc. Erpcdgrl'chrfutnrn, $HC*to IIon' DffiaH sr' Ricglc, Jr., 
Chaimran,Conrminocon Brnking, Housingild Uftatr Afidr$ (Sqp. 5, l99l)­

9t. ExcherrgeAst ReloassNo. 32019(Mar+h19, 1993),58 FR 164tr8. 

92. ExchangeAct Rtle t?Ad-t to Rule l?Ad-Is. 

93. $incethc perrtge of the l9?5 .Amendrnents,in rdditisn to ttre Cqnmirsion. 
eommcnrtrorEfreveiictarcd the issucsreletsdto dirdosure in the municipalsmrrilies 
mar*cts. gofficeommcmatorshavcar8utdttratthevoluntarydirslocltrgschpmctuggegtn
bv tIrc Guidcilincs s widelveeceutcd.flexibleirduitrv datdrni. SE f iernby tlrc GFOAGFOA Guidelincsisis e widely 
MunicipalSociety, C.ompretrensive, Municipl 

Law$,'Cluptsrt, D.'Gclflsnd,
(1986),Ottnirconrmenutotshaveerguodth*l 
{imlgrure,[mwevcrunnoeessary p be_inthe.p"F.gE nol.cssc.ntirl.QeyyJrq.g 

I3  J ;  
Corp.L. t 

94. Sccuritic,s4c{ SGEtion3(a}(7};ExdrnngaAm$ectiort3(a1112). 

95, fte M$RBh4sno dir$crauthorityo\€f is$uGr$ud iscorrstrainodfium-geliltgindimc*ly 
t|rruu8htnt|ffii$f,t senrr{tictbrytsrsslrddEslcrsby Exc$sgeAct StmionlSB(dXz}. 

.96. Qoe-eo'mmcmitorhrc Euggcscdthrt bocantcfrffi$e$refionsfm nondlrc,losuremey 
occurweilqftEfr ffiichn's-iEf,m, or $ hqs efif;f ru+leHbn,theFlftidatr-mry dltootu 
t[G GtrGctsof sclr nnctions.Botlis, 

36Eufhb L. Scv. 

*rrc|Ecpcrtffi5 bntfoi ritlt,, p@t, u-rretnahyrtrfitrtthcqs,
inccmirrs ro u 

9?. Govqnm*ru,plllancsefficcn Assof,$ffi,
 
GovcrnmentScarities (199t).
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98. frtnr rslnffrrydirchrumralr1cd'ffi* Fm$qrl$ry@tnodcrmhnofMunffil 
Anxlynr, (l90lli Sttblic 
$mriucs 

Pqc. StrE
(t9so); 

(?d,rd. 
(t (r+pm&rutU 

FrdlftiGs 

99. $lc APPcttdixC. 

100. GFOAGuideliffs,StnF nse 99u i'vl!i. 
, 

l0t. I\|SRErute€-32 wrs amondcdh 19E4.PriorF thormcndmcnt,theruh mquired
municipdbrpkcrurnd &rlers to ftrrnishcopforof ofiEcialflrftmcotr -upsr tnqucsf lo toy 
brotccr;dcaleror municipalsecuriliesdcrlei rnhmrpnrisnrcnrunicipnli,ceritiis wcrerolil. 
To $rcn$hcnthcrule,theMSRBamendodrulc G*32m requie thaimunicipalsmrities 
dcalers*bo purchasedncwissuosautom*icrllybcpmvidadT'iththoruh G-32disclorurcs. 
prior to thetimcconfirmationof thetrusrction is sent.MSRBruleG-3Z(bXi). 

lm. EgEExchenpActRd€asc 22, lgEB},53FR !Tn8,3?785No. 26100,{Scpt.
('PnoposirURrlcase*); 

ES ErchangeActReleaseNo. 26985(Iune?8, 1989),54FR2E?99('Ad@ingl0l.Rcloase'). 

ltl4. AdoptingRclease,$Dra note 103,ar 54 Fod. Bsg. 2SS00. 

105. Thh timc pedodrunsfipm the tirnr,tho offieif,! sntpmentbecffitcsa$nllsbleuntil thc 
crrlier of: (l) 9d dayr fronr the md of the rmderwritingpffiod; sr (2) the time nrhcethc 
official statcrnentis eveilableto tny penon fiom e netioneltyrecognirodmuni+:ipaleomri,titts 
infonnrtion rcpository("NRMSIR"), but in no crse lsssthan25 daysfollon'ing theendof 
thc underwritiig periild. 

for primaryoffcringsof 
sec$dticsin euthorizedln ruthoriza-d or morc,more;ffif srrchrnctrsccutitipi:sccurities:(1) 

tffi. ExclnngeAfi Rule1ft2-I2(c). Ttrcruh contrinsexoeirptionr
municipalmunicipalcecurttics dcnominatfomsofof $100,0ro--br$100,000 (I) 
sresdd to nofiort then35inr*cstors,erchof w,ftuhorhftaruilftrwrtterilnrurdunflrlterreammrblyrcatomrblybclhuotbclhuotir 
crplbh of wrtuating the iswstrnsm ard nho ir rm puffihasi4 with r vicw to tinrfunion; 
(2) herrGe memdtybf si$e mmthc or lccso'r; (3) u'th optiwr of the lsHer Eey bE 
undcrttl to ur issrrcrat host as fruqucntlyesstury nhe riuclrc 

I07. Propos-irg $FB nmclffi* u $3&d, Sf,g,3ff?9.@ry, 
108. PropotittgRderue,supnanorc102ar53FEd.@. 3718?.Th€ imcrprtned*mwec 
modifiodstighly is tlrc .ldqftE Rcleesc;Sa SinCv. Meth*s & Wri4,Grury- Inc. 
('M&W'). Htimion BdcascNb. f2O?!f*nilfl 27. lW). TlrgTlr Comirstoo,Comfusfoo,lffi illrcr('M&w'), riligrdonBdcastt6. U0el fffiF7J989). rry ill 
ictions,ffitokd-tlrcrqgrsrdtionof M&St-frirGogagiruin owr $13 ef,tio*hitryNH , 
uunidpel bondurdcrw-ritiryrar partof ur lffist-ildfoU rherfficctsf tchdrilod€h4nt iE 

tsx hws. $ccglfioDonaldrod:Irrf-Hn&,JcrnuteSccuritirxGoroomtfon,thetheux lews.Se dnqDonaldron.Irrftin &,ft$ftte Corponrfo&Exchenepgxcha4gcArlSccuritir?s 
RelcrseNo. 3t207(Scpt.22, t992)(ci@E-Fmpqsirry erdAdopiry nchsss!. 

fs, 



$r&coouently, ,FonrHmn,I*fIin Sf,fisfidcrtheCommisriglacnrurud &,Jcum 
Conor*ion-('DlJ') for fiiling to disehfiEin tDcirfthl prblic otrrdE ftr M&W, tH tha--riru- bld aanduccdfrurdrrlmtdoningrof ammcffit bmd dsines. IB SilGof hemingof 
tbc fnrrduhrt closings,DLf's initietptfitic offcdngffi frilcd to tuffih rrry tnn&ntlst 
or rwiew of thc arrangcnrcusor to digeloco &ch cxincocoin thc ryignmon geer*cnt..& 
rlla AppctdixD. p. &9. 

l$. lgtcn fromRichrrldG. Kflchm. Diwdffi, Diviliiotrof lrft*lm Btr$Uilfu, SEE;tsl ' 
tocrDhV. RiM, ErcantivcVicc-Pttsi&d, AncrfurnBmk Sod Ervor @. 4, 
l99O; t. Ncvin Kcrury, Presidcnt,Chieffrmiw Offiw, Lt. Kcrny Cs, {trn. tf, l9f[l];
rnd Michrcl R,- Blouibcrg, LF. (Irnury ll, l9t0).

ryt*, ryOt*
ll0. IISRB nrh G-36 mquircs thrt brehor$ dmkc rnd muuieipalmauftiecrhhts &Nt 
rct rs under*ritcrs of municipol rccuriticsddivcr to ttu l*I$RB,-rmrg dhrt thinge,cqills
of finel offrcial $rtcrncsts,ff urchdoflutrGrltsaf pqarul by or onbehalf of thc issucr­
'tll. 

TheM$XLsyscrnwrsrprovod by ttn Commilsion on June 6, t99t. ExchasEpAct 
RclcescNo.29298(Junc13, l99l), 56 FR 28194. Thc Bosd almmalcsthcdoctmstts 
evril*blethmugh it$ ftrblic Ayosr Feeility, 

ll2. Thecontinuingdisclgs;urcsehemeof the ExchilEe Act, whichrpplicsto pubtiely-hcld
corporations,doesnotapplyto municipal sccuritkxirsucrs. 

l-13. 14 additlon, $retack-qfrerqrdarymr*fl trqssetrencyfurhibiu*4lers fromffurdinglthe mrrka prioeof r municipalrccurity. 

tl4. -CMOgwcrr fi-t introduccdin t983. TheTrx Bcfom Act of 1986*lhrrd fS[Ol to 
( bc irsucd r thc fnl ur'ofRpdEstatc Morrgrgc Inwtmcnt ConedFflH.slr .ls"), rmatm8, 

ccrtain ux urd rccmntirg advantrgcsfor issuff$erd for ccrtfritrI-rE instihrtioryl.Ud
foreign invcr,tors. 

-Iniriltiy* for MunicipelSecuritiesMnrlcuAnnounccd,-MSRBFrressRelesrell5.
(August4, 1993).
 

It6. Exch*ngeAct Rulc l5c2-I2. EE dfiAAdopitrgRclcere,S&A sote 103,
 

I17. GFOA ftridolincs,stEB rruc 97 rt 64*S) (S$idclirrc$for mntinufurydirchmrrc).
 

llt. In sdditionr smc cornsclin municipal ofuiqgs rru advisingisqrcrs thst thcysry

hlve m oUtigaion aE pf,rtof thcir offcring,ffschnxrs, to fudicscwbrnhcror nottry

itrtcod ro prwfth cffiiauing diseloailre to bondhldem ud thc mu*Et. $pq$nmu,
'If,f,Icrt' Intcmimsoo Scsordary-_QiFlosurc irl ffiicif,l StatcmeffE,'
.AreSartingto AppGEr 'hc,nnnd - :' Fuilcr,Dowlbsr l*,-lf9l, u l. 

Ll.g-. -SS $ltttus, .-Iqqners Dirtilomlrcrro'Srniry m Apcer inIncnrions on Smondnry- 
Offrcial $utcsnnts,' ftcIond hr$cr (Atg. ll, l-993)rr 5.
 

t20. Nationrl Areocietbnof Snrc mdr,illtarururuL
 

l2l. .$ffi fuprq,*'Srnel k Formtdto-Hc{p,gc$Sfip.c,InIEii C4p$furrof f,ootinuiry
Deta,-TheEmdBuvcr,.lilov.16, 1992, rn-I. 
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qs,$*--ryg!r.u.ryrFn+ryp Prys||Hvtffi 
ffitFt F';41ffii's*t**"nt rccurifffibilEtifu imrstl wo{e|tgty 20t-9f­
tbc irsrers. rndcmriderrf,h-Utrhinforme$mir rrnffi rbott thcs ilffiE rS &ir racurflGs 
ilifi6frilths b13t. irrrfinilioo is rrnilslc, oa the bnrcs ttu oryrirc thc 
gnuir{ns4 *-qf.stqNndlocnlFg1Tqq1TSSTI, FT31u1-SSIHIH qar..*.:-r 
ihln*ilrl}ill"d ilt"r-brf,hh** Isnres,rn* rsd hfll hogiing-rgffiy-bods, ht&rsrirl 
dsrruhomcstbonds.rild oooduitfutf,misf iHEprcsdrrcrc thc tlpcs d-iqtuts qt rFE$ 
Etrb lffornatlon rns evrihbb. The Oomninoe ftsnd thrr cttilc mED infmr$m ts ­
evrilihla thmudl rntcs. thcru rre dcfnicndce is fu isforrrtftn mllcgctl' TlG CffimscB 
ffimcodcd rI'-r: 111I{ASACTprrblidre cffif,ctrdium of informe$on _rcroultcs.inclcn 
srrc; (2) drffi dcrddFmorc aonirrchcnsi* +4 @y mmlcncs to ea slltqil4-s- ­-fiuctisr 
tuforhaffi rot ffiiiif* ccstni pof,# fu nrrirhp|rcc infsauiur; (3] NASACT 
cf,rtfish * rdt'isorybodyto prwide ongoiilgrssisrsocro *etcs;rnd $] NAFAg-f9!e r 
Hrflcrstrlprolc in coordinf,titrg nere actirm silh rtcpoctto ouUiming idormrtlon drtElosllE" 

123, fuuarie*n Effi[Grs As*ociation [6 Tnr$ Cgqircc, @
Cqmrate T'rurrccs(Oct. l90l) 

l2A. Stemrs, *InvesrrnenrCourponyPe$elTrill Drrft ScconOuylvlartet Dirclo$rrt' 
Guilhlirm,* llu Bond 8uvcr, Jirly l, 199I" tt l. 

125. TheCDI Sysanr wasapprovedby thc Commissim.ExchangeAcr RelearcNo. 30556 
(APril6, l9g2),57 FR 12534.­

126. Dudngthe ;flitirl pba*-of rhe cDI sysem pilu, secondaryrlfuctosrnqinfliuratilurwo-; 
ontvacceufr from rru.. *i of .'.,.,nicinrtsehr*rhi iwicn.'Eff+dt"i,lday t7, l9?3, the Jf J 
5yd#.-t#; ;#ptiri iis*tituiJ-irifoiltido from issrrers of nrunicipal-socirftiesrs well' 

daysof oeemtisft$ffigh A$$s ?5, 1993, thc CHI $ygeut 
wqrld her.e becrr capebleof acccpting l5,l0S nfimisoionr.
t2?. In the tSl b&silrgf,S 

128. After grining cxperierrcewith sbrt di*losuru ffiices, the M$RE_iiletrf ocxprnd 
cncrnr r.t *.io-tttllrr.e L*torr rloanmcnts- Irr ftrne of thi*, rrcgr- thp GFOA ffid th0 IiIFIEA tb"G_TP+,q1!S, 9e
;tsGmto afunn#&fi hq,str @rmcgtl.Iu $+.'{g$*^1rcnt' 
qgrrcdto cooperrtc-to th possibiHyof_tlpCD!-Syslcmrcacptingbtgcr documcnt 
urbmissimsby mofun. 0sful$sl;,x121, 

129. ltc$c diffrcuhies nnscd fronr bad facsimitesrnsmissionsrcsuftingin iltEtiltle ryn|-El
19rhe feilurc of rn 'ccho-Eck' feaurc $rf, wrifu thciffiy of th rubmiuer. The I{SBB 

,phru to dimisilc thcGcho{sckftrhrrc, ' 

tf0. ficcLcilcr fiom lV.ilsanlR.,MEI+#fir, ffivfttio$sf $SC tff th6 
iloo-.lTto o: biilddl, chsirr"*; comniuio onareigy lnd Cowte (Aqg.2:1, 19831 
(ffihs thtt to th-cfficnt that bond ooutrfid, comnstts rrd ot$Grc*Fcltsrct |t rtEils ffirt 
tu diftdiotr of e rrunicipd rmdclwritingnrm n DeffiE Polfticrloomihfimr ryffiEd
wfth rhcfirm'r municipalusdcrs'riring furincsr, thaCfltrmisdoss't1rccaattryfrry !GEtE 
informrilentwndiae ttmo r+lvftlcr);, 

l3l. ,MSBIIR4ofis(A$g"tggf)Eri­
'
 '' 132.H. 

, { ?  
..{ .- : {ry:  .  



133. ThcMtnB prryoradn p&ascin thc,dirn;h$rGHluirffii m S* mly iH 
coonibstionsmrdi-oaor rfter lhcrffcr*hred+Esf tbcFrrpcrt Tffi EcltFtrtcd. 

I34. ErrdrrntcAfil Scttinr !9(c)prwidu ry Cgpqir$iontlq $rthoilftyto, by ruh,
rbilqgric,rdd to, pd-ddcte fmmthcrulct of.rn-SROrs thcfufu$rin dcrsrr rffisry 
or lpmpimc e' ftffihci thctrtmoeerof,trn k-t$rn$p'*tc. 

135.,Forcxrmpk, thcGFOAGuiahlirrcnrrcffimd ftrt emlwirn frur*rl infonn*isr 
rbflt cmditcnlunacrrteprovild in thcfficfirl {rmflt 

-h* 
iiocs.anryatry rftsher 

th* inforoetionrhouldbeh thcformof stditd llnrncirt srftffis" 

It6. .Ai di$sfrod plwirusS, thcCommissimiE 1968r@ Sffirfiics AFtn$|o tll Ed 
ErctrngeAs ndc3bs efrrfng tbccrcditul&rtyi4 r nrinit*pl m nr smity rs a 
rcfnile smnity H&icGtto rcgistreiliotrwilfi fu Emnircfun. Hfiffircr, *tth urbno4tGilfi 
cfeqFcrto th fc&ral sccuriticshwr rrd thc fed trr hwt, iffir of co[&rit rcenriths 
Et-yor mty Eotberubjccrto rqgisrttim ryilhths.Commi$ioo.Msrcrrer, @rces 
Sltcqy+qy rrcndcd $c dctrrnitfrilrof municipnlrmriry to ryoeifrcrllyGnGmtr-tffi-c*cmpt
isdu*iial devchpmcntbondsfromrlrceeroryriliumcnts. 

137. Althurghthe$nff rucognizerthatdifficultprublemsrrite in dofieg ogduir
sccuritics,th Commissionpreviouslvhareddrusr€dlhcroissuccin Rilbr l3f td 3b-5 
definingeJcpsrrtGsocurityrubjoap lglmqntion,ud thcyelsohffiGbocnrd{trt$sedh the 
IndustdelDewlopmentBoId Act of 1978.$oes+ra mta-10. 

^Act$cctionrll.Aqlfz)tFAsDpowcrshlsB(eX3)rsd(5)(Eommisshn.l19.._S+_Eryl11e*Endbenxrcgul8rorypowcrf,,resp€c{ive$}. 

t 139. ...sthe $gr-,.cRcpo:ron the : ?5 A;' ssdffiGmrslFleiffid:
 

To a grcatG;tEEnt,the debatcon this pivotrt isnrewrs shrpGdby the dtrvcrsc
 
charac*crrnd hetcrogenoorrsnaturt sf tne Enmfo:ipElrccudtiu ii&rsmy, otrtrFoscdEs 
it is of commorcirlbonkssubjoctto dimet rwuleiion of &p,fodffiI hfukftrr rscficiesl 
diverrificd invecfircnthil*hi firras, subjocil-torcgutatiocts fte [{ASD dd-the 
cornmirsion; ud frrns q,hicf,ed roHt In municlputbond[ Nd ffbcr ffcnp
searitier, pesartly rubjoctto no fcdoreirrgutstion. 

l9?5 Act Rrport, supr&rffie 23, at 46. 

In Augun l9?? tb€re weru333brnk municipalcccurfiiGsdsahrs. Todaytlnrc rrc 
llg: 

_14I. crerfiing thf M$RB ltc8mlfiationurd clrfsrcowctu*uthorigy.$rmfhf,$ hf,nkrd ffi­
biltk dealcrslns $crctfl] advemrser.Il rrurH,strc, fugirc fta ldfinB funuuruadffiSABirr lnfuiur*hn nlnrrruillt ftarars$f,s$cttctilIadvastg*r,It rmff .ir&rgtsthfighfifi--­
theqetadon of iu nutcsin pmdoc tsd ec kfrds of cmplirncc wilh effic nrhs tt 
munil*pnl ltir infsimatiflr wsrHwsrH srGos{h thc[{SRB's'iulcmlHsgDtrFcBs.*$ng{h the rulcmfupru*s.dcNkrt.dcNkrt. Ttir infsfraatiffi 

Itg cmmlortloa.rnd cnfmrom nlhg itr thc M$ffi, sffif,l-rGgllt irflrfl$*Entisfi of fuE nlla lffi,sffiH rG$lt iE a 
di Fdffi Srgilrunto ttrsc rrtiry*hs, rd it rhouHrsarrt tb* comfr*cotEItalErstrPftt5lttrq

cfforccmsErnnlanls rrc amlicdaEroBB rf,rtE of dfltcr$ At tta rrlac rirne.rftdnefufrlI -rr­-thcthcMSRBcrrninuimcrrninuimM$RB and-cnforcernurtand-cnforcernurtuffisity cc$Ecc$E oroftmfuoroftmfu cxminrtifruffisitv ofidofid cxrminrrifi 
tuffiions with tlreHASDsndthcbsnkrgl$Sqst In rdditftru,@iliE&bEtbcexnnin*im 
endcfforcerutt nrfls rleedy ilefueircd brylht N*SD sd tlrcbfu* redrmrr wsrH coct
thcMSRB,rnd uhim*cly thrimunicipt'mddtioc iuAr*ry, rubssilid rfiouatstxr tn 

( l ; . , , - -$. . - . ,  .  - . " - ­



L gqgo-rybnffu. Thcficsdditiondcocsdg trotrgpcrr to bciu$ifrcilin rr,,.r'rs- of th ft5uldfiE
bcudns. 

142. Rogftftg rll urnicipd tmrriltn ro bcoq!fr#d by e mtnnk dlrt6r hrsthe
rdttqecr dco$olidiliqE cxrmilrtttnrd fu fu me cmitv.&EHASD.h d$o 
Filer ||:td of fu-ffi1otr{ttgrililiil of rmfiils rctiyidcs,urfiEfrthEGommisciurhas 
mry fl4FoilEd.Indcod,tbcCffimirsien umutad.Il*R ?9?,innmdtmdiBrhclrs Cmerug
W CESSIISEEGoDiqgttrl,Irn, ltrdcy, enrl-IinrHo, whhf,qrouHhrw ctirainlrcilthc­
cx#im fron ffidcrhr ryUnf* for br& rcleg mruiciml mdtfts. ad rmrfucd
H4 nuqi{4l rpotritlx trtiyitim to bccodmod in e acpanrcftrisilEd Utfucn6crtEr 
!ry. SETEr-ElHtryJdRictrrdB{rdlqrChrirwr, SEC,CmEmiqEIt.R ?g?,rhc'$ffifiltuE neumty ESteIit''Aril of l9Fl'"bcfr& th Snhimnirac ot'
Tchcomnunft*ftmsrd Fhrnoco'ftb fuirc C.rmmim onEacrgygrl Oourrorc (Ium
z{11I99l}.. Tbftt-r$effitivq homlnrcr,irIF itrrtEsbmildff iffircsrugfrdisgfirreneirlryrfut
n*nmulqg; ntich nlry Bd bertsolnsafsrril.y, 

143.. qflYidngnr -hmd-dngeilthodtyrmoqEthcI*AltD rrd th bmft,lwuluors lus rcrilrur
dlrtHc*s,_ls F!tr E tF currEtrtrdninAnntiotrd thprrgi$ntidr rcqrrilnmcntrEnder
sffiiun lz(i) g_f$e Exchugefn for mmriticsilErcdby:F*!. SE tr*imony of Ridnd

Chfumrn,SEe, ConccrnigeItr.R.?97.the"$ecurftics-nesntetorr"fqretltvC. ry-Gcdcr, lr&:,ffiffi;bffi
H{_T{ _ffi (runcJ0,t?gt}s 8-to._Thisry-rwchlsliheryroHrrr tn
frYcfrW-slfis,@ trtionsforHr tfi,ffidm*frnrs. !{drmly [ouHtis rucultin 
Vlt|ffi, imtumrpry nendardsmd{ilftf,r Sw$qvqadvf,fi.dcnfor Fndeulsrr}Ts$
g{_urgdc$rt&rhru,y1_lfTs,tlt.rrffirrsrDr f1trrtrr trtstbeuniformirysurrellnrty ofEt qtErgffiil nrl prcdour ourrcntlyOlltrEfiIfy niendr*cdbbYPIfE$gE$ mNffitf,G0
MSRB-lilSRq.TEfi, stt'[ esesMSRBMSRBruleG-12pruseiftinguuiformprecrie ed-]tSRB nrtcnrtct5+f(ruhc, dfffr rub G-l? pu uuifurmprrcfim ed IrtSRBprceqrihineudfurmc*lculuioru,couid
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A ETSTORICilT&,StEF\ffiW 

Municipalgdrrritierweregrantedsp€sid st$$t irr tgfg i$ the $oqrrftias Act rnd in 

1S3,ilin thc Exc,hrnge Act,:dueto the f***Uf qof-inl* of fu$ilinttioilol investors,the thcn 

typicrl go*11s.r-rof municipal securi$es,' erd tfu laok of percervedabums in thc municipal 

rocuritiesr[f,r*cr es comparcd to the market for aorporate socurities.? Further, Congtuss 

was conccr-rred issuesmight:illss if n +npqipcdto rubiryt,mwcipal **arcsostinrtional 

SEC CFqfS$1r r M. tarU-ir;in his lrter writings innrcrsto fcderal ryguledon.tFo*o 

cguurleqrc{ that, originaily, the drafters of tlre tegirla$on had contemplatcd no exernptiqns at 

all for municjpat soeuritirs, though in the end,mwridipstEG$ltXtiEsweFEexcmptedtrom 

covcrageof the rrgistratiorrprovisionsof the @rritht Au *for obviouspoliticalrcasons.*' . 

Drafters of the Seqrrities Act included an exernption for municipal securities in the 

originnl legislation.t As a rcsult,the legislati're'hittor,Fof linlethe Scury{ies Act,oontains 


,.Bblicdebaterovor hgmurricipat
th€ exemption.Misrepr'e$,frt*tiortn i$uers*ere appalenily 

rare, though not unknown.' In spite of the lack of probhrnstn the municipal fficurities 

marksts, disclosure wasergued by sdme to he as ,rl for investop in municipql -

corpnqat*,*n rftier.t Congle-sslEsolvedthege
ryarritiesasit was for thosewhopurchased 

compcting coloerns by approving the bill with n U**O qtfnption for rynicieet sacu*ties 

fronr all prsvisionsof the $ccuntur Act excqpt ilbf the antifraud provisionof $ectionl?(a];s 

Ttis oxemptionis codified at Section 3(aX2)of ttls $ecrrtttiesAct.' 

During the considerstionof the Uxchrnge,A$t tlffi Ffir! yery,dtbateon the issue of 

ttre cxemptisn for municipatrsecrrritieswasmom,liwly; Uplikt tho$eorritiesAst; ths , 

F.rcclrur-ge t secu*tic$.* Act did not origu4lly provideatt/qryFryiorl for *u1li 


Conscquerrtty,cxtnns-jveteatimonytvasheardon ths isu+eof theeil€tnp{ionof rnunicipaf
 

scsrities from the'covetrage Aet.
of the Exchange 

Municipal securities professionalsarguud.tharprrovisionsof the bill regnrdingdeatcrs 

.-"I 



in *curitiesr wouH besnemusor trnwqrhblu whcnffi{- to municipBl,,*F &alor$." 

Municipal tocurities pmfessiomlr elso argued thrt noluntnrycomplierrce with thc Invostnent 
l 

BsnkersCrqr of the Invesnliiltt Brnken Asrociarion, whlth rtqutF-E-d dlselgsuruto 
Try 

Hr$tourGnfi, susstffitr$.rl.turlC pmvidctufficienr sefeguards,to 

MunicipalsocuritiesprofessionalsEtrenuflrsly erg$€d that includiug municipal 

,*rritl* *itUin thoprovishnsof *re gncneq$bA6{ *dd * m.r,* *Eh raft*y or thcir 

rnlue bgpum, untiltethc mar*er,fov coryorate sgqtritis$, thnrcwe,refcw @@ms in the 

rnartct for municiprl sccurities.r' For cxrmplc, they ergued that bccnuse municipalbonds 

rotd by thefusuer ort thchsir of competitivpbids to,bond dcaters,hank$nQguenttVww 


or locat irdividuals, therewaslittle oprpornrnityfor manipulation." It atro wasrrgued that
 

nrbjecting municrpal mcuntimto Exqhqlrge nm rygulrclcntr would,iniry4rythe costs of
 
.. 
  

isgrancc.tt 

Municipal senrrities were e,xernptedfrum most af the provisions of the Exchange 

Af t M.r, . pd securities wcrp- not, however, er*,mptcd f-lm Se'Con lfft) of the 

'Exchangi
Act, which malces tolurc mqripulflt$'eor @tivert lfrilawfutfor enypu*o 


deviccs or contrivrnces in conncction with ttw purchasoor saleof any securities in
 

oont!:aventionof nrles adoped by the Commission. 

In 1938,Congrcssconsidercdamendmtntsto thefederal securities lswsin whet 

becemcthe Malofley Act, and the issue of regulation of participantsin the municipat 

*crrritier ma,rketsigrih ,cf,{rstolttri fore. nre nnar+ney Act entauti'$hfd,e$chffiteof cs$­

rtgulrtion of tlrc o"nn Un*rmifmqf martets,, gft ion and empowor,mentof 

nationd sccurities arsociatiofls,Onceagain,mcnrbersof themunicipat coclrrities industry 

opposcdany,rryfhrlon, iqryd on the pqsitfunthat any ruch rcgulationwesunnaffissf,ry. 

Scrmorf*anney,:in rtspor{ing to the oepod1iffifwent,tofar as to a4uq on a nationwide 

ndio broadcast thht€xemptions for municipelsecuritiesdealerscouldnot be justifiedon any 

principl#dhfisis," rln 6piteof his efforts, tlreU*hniy Ad pffi$edvrithorrttheinclusionof 



municipalarc$riric$", nationatrygxlticsrs@$iryu wereryfetlyIndood, Ptucluded 

trom 1pgUlatlqgrhc mumcipafsncrrritiesacriviticsof thelr momhcnn', 

Corgrnssstpi$ renr-rnedto municipal **titirf ,ng*tfoti* in rhc t9?0s in rcrponrem 

rte gr'or*r qf lbe muniqipal wcurities me,fett, lhc ir ,rclern trir n1k-et of 

innivmurfinveatsraalhoworr not neceesarityhisltty f,spttisicttcdor wtdrlry, alrC ingflIrcrE$ ,, 

of dGtlerl ffilts pnanic" rbtrses' For cxampls,durilw the totry ts?os; tllerco$miasiqn 

hurght snrel iqiuneiveacfio4sagain$72 muuigipqlffiqtnitl,ooptofouuion+tfora vrriery of 

x5npircprngicee,irrcludingexcessivemark*ups,,chuqri4g, So+nrillts,of ut$CIT__-sr$' 

an valut of'**r{ni{ tcortftits, dttregardofnirnpruggfiaq{r! concertingthe,nafilre 

nrit*biiity 4a$4nr4$,rnd highprtssureselestr,chrd(llf9$re 

The Colgrcssional rcsponsdto theseprobletnsln tfm municipafmar*ctwas the 

promutgntion,f,spf,tt of the $ecurities ncts *meqdmeilts of l9?5 ("19?5fuuendrnmts'),il 

of a rrgulatoryschenrefor rnunicipalseqtlritis$dF+l$rs.t'Thstsahnrneimludedntandatory 

G,eisfi$ionofr,-nicipa.l*.'curitiegbrckersanddeailurr;rrdcrtado'nof\e}fr,:;clpal 

$ccgritiesRulemakingEoard("MSRB") with authority to pmmulgeterulesgowrnirrgthe 

rrteofmuniclpetsecu'ritieg.Inaddition,thel9754IffidilF6ntsgrantedtheCornrnission 

brof,drulqrrakiry md cnfgrcementauthoritysrrorall municrpalsccurities,brokersand 

ful:rs.a 

T116 19?5 ArtenOmeils arnendrdtfre&flnitien of ttw teffn "exgqtptC sfu'rity" in 
' ,  

SpcrignB{aXt?)of the E*change Act to pnePe thtt e ill*$-icipal tocurttyis tror ur exgryffi 

ruarrity for prrrpq$Esof $sction15, the section fe+udlrercglslatiq of brskerdqatJrs,As 

I rE:$rlt, fimrs thet deaftonty in municipal securities, rnd thato,per*tedon an interstate 

bf,rl3,wcrc mquired to regimer wrth tho Com -mion ac broker<Sltrs. fithutsh the 

cxclusionfor bnsks fFom thc generalUrnter{glry #fisitlons" eoltifqed to apply rfter the 

of muuicipatsqsuritiesdeclcr that tgZSAdendrunui thse anrendments addedlrh$qfin*rion 


ftr-ludedanypersonG$gagsdin the hryins or rdltng ofrmunicipnlscctlriti€$ fol its own
 



s$couar,inclndinea *4aratay identifrrb&dtr$fi$Ftfior divisionof abatrk.oMunigipal 

rrsrritiesAcatsrs,wcferuqurrsdto registcr t$,*t l5B of &e nrqr4ngu Afir. Thus,
l+Tqi 

rnd became f6rythc, first rime, buil$ were rcquired to rtgislcrwiththcCommission, ur[ica 

ro ths brsed rcgsl$oryexanrinationurdcnforqefpq$au.{horitYof tho Commisirm.In 

rdditionro banIs, firmsdeeling in municipa.lsecrrritiesorrlfl intragatc basis, whiclrwcre 

mt Fwtrusly nrbjectto Hxchange Act registrrtiorrrpqulrpulcqte,wett r€4uirFd to ttg,iflq{ 

as,munieipalreutritiosdcalers. 

$ectionlSE of the Exchenge rdct elso c$eblished the MSRB as a seH-reguhtory 

orgnnlzethn(*$f,O") for bmkers enddef,lgrs,h mqrriqipalsccurities. The Bsfird of ,the 

ldsRB has l5 membersttut rcpresont two calcgoriero.fmuniciPatrsncuritiesmu*et 

prafcssionals,aswsll as members Five rnomrbers of tlrcprblic. rtpressnrnon.benkbmker­

dcalem, and anottrerfrve$Fr€ser'tt Sq$ d€alsrr The remainingfive, wltich maY notbe 

associaredwith anybroftor,,deal-er, thcprblie-Eor municiful ffiflrdfier dcater, reprEqs{lt 

Orreof tl,,:ic ptrblicrcprc$er:atives- st ttpresefttissucs, The MSRB, udike oth''' $R$r 

wa$ not glveoinryectionor enforcementpowers,nor wasit created ase memberrhip 

orgsnization 

In establhh1ng the MSRF, Congrcsscrenuuda 11figfnrtemakinfbodywhorcr-ules 

applicdequailyto banlrs end non-banks. Th6M$'AB,uridertheCoslqission'srupervision, 

wasgiven nrlemaking authority over municipal sceurities bmkersend dealers in the arEasr. 

rmongotheru, of professionalgualifications,reco*tceeping,quotations,andadve*ising.s 

Congresrdivided rrryon*ibt$ry for enf,qrygrTqrt of MSRB rulru Br$Erq$htory 

agnncieswereglantedenforylent authontytryryllr$ theserulesover;barrkrqqnicnpq 

rccuritiesdglers.r' The Natiofial Associf,tionbf $ecuritieg@terfl, lnc. ("NASD') was 

on-bank finns rtgistcredPururentto $cctbn l5(al or 

$ccriont5BtaXllbf the ExctryUe Act.il The tS75*mendmentsmakeclear,ltowo.vr, that 

ths commissionnas uroao disciplifary author{tyo+'er'nnnrunicrpal F#ryrlties hrokeft 



dcale$,and theii perrons.#,trgTqp* mtlvitlssrqgaldisgffiuni0rpalrccuri'ties 
"sfiocist€d 

deJcrsrnust be cooldtwcd by the Cornnrisehn; theNA$D, ad thd"lppqupriffis ttg$Hory 

,afcnri.s The lg?f Amendmentralso e$Try theC+lnmission'tgponlaltltdbrpil$rdcslar 

rnfiifraud,rccorCfccping,andmporting*P*Akl$* auhotity ta mudcipnl mqrritler 

d-ealets.il 

nrs lg?j tuncndmntsdld nor cr€ee a rcgutrtry rtgi$tc for municipel isnrersor 

eny new taquirHnents on thusemuniiipql,funuer.e,Ind$;4,Sqftio'tlltsFexprysely 

linircd rheCogtmission'sar-rdrlte MSRB's rbility tft egsrbu$hmunieipl itruer disclostrE 

rqquiremenrs.Sctriqnl5B(dxl) of the Exctunge Acr nrofriUttstht Comrni$$lonandftre 

MS1B from rcquiringmunicipatsecuritiesissrcrs,eitherdircc'tly or indircctly,to lilg afly 

apptication,repottor document with the Cornmiision sr M$RFBnor[q ffiy sde by the 

issusr. This s6srion doesnot, bry its terrr-ts, pryqtudetheCommisshnfmm ppmulgffing 

disclosurpnten&;ssin municipalofferings,atthQqghthire is no oryruss*rtutory at*hotity 

' nntainodin rJreExchiigeAct over disc!';srrrbilpuni+iprl issuers.Scotionl5B(dX2lrf 

rheF-xphange or indiructty,from rsqrrtuinglsstlerstoAct prohibitrtheMSRB,either 
1T4V 

frrruishinvestqrsor ttrc MSRB *ith an "rupg4n,docqtrytt,or lnformatisn"not genereily 

availablefium a $ouroe dhar than the issue,r.Ttrris *cctiof,i was intondcd to qnakectearthat 

tlre Iegisletionwasnotdesignedto su lbject stater'' cities' counties' or trl| othermunicipal 

authorities,ls arNy dirclosurcreqtirements*rnt migh{'he ddvlsCIdby ttle I$SRB.8'Thess 

las 
sectionscoltectiwly are'known the"Towtl Aamrdmcnt.'* 

During th+ hU l8 ycars,seleralattfinnptsweremndtio irrcreasethcnmountof 

disclosurcaveilablcin the municrpal sacuritirs qrqrke!: Ho chang$ultfuqarclyffisulted. In 

19?6,afterNew Yofk City defaultcdon itt Wtry4{iry snsurities*t$enatql*:*t: 
-


Eagleronprqposoda bilt,whichwouldhsvcrtrn$41Fd
l,l$ e1crnflisnin $eedon3(aX2) of the 

to the SecuritiesAct for'sccuritier of municipal issillctprthus urbjqti4g muniqipallnsuFr$ 

rcgisrationrnd otherprovisronsoflthe $cqrrfties AcJ." TheCommts$ionoppo'lcdtlratbill, 



of l9?f,* Ildf bill, introduced by $cnatorslltnimn A. Williflsrs rrd lohn Towerrt'tlould 

hrc 1tg$irndmunicipalirsuers to provideiilitiftl as well at o:tgoing dfucloqurettrrurgh 

:Uisuituttonstf,tcmffits-and annual r€pgns. Whitc thebitrlpruvidcdthatdistribulisg 

wouldbc filcd et e ccntrat repository, it conteined no'prtflling* rcquirtnrents.il Motnorrcr, 

Commissionnrpportcd this'bill, the biII wasoppcodby nrunicipal securitias issucrgrurys 

*.mo far-reaching,t*d dicd in Cmminryo. 

The bill wes resurrccted in 1977, modified, and re-intrsduced to Congress by 

lg'n'(the '19??MSF:DA bill*).* under the t9?7 MSFDA bill, as under thc Municipal 

$ccsrifiesFull Disolosure Act of 19?6, aII munieip*lisslrf,rs would hrve hoenrcquirtd to 

prupre en ,'fedngfu$rlreil to be rsed in *frugrUUr.ste of **uritlcs: The l9?? M$FtrA 

bill wcnt fuither, however, and grantedthe Commission ruthorityto promulgatedisclosure 

rrrles(withincenainparamet-ers) for nftriousslecranderd to ad-opt difilEry{tirrtrcquircrn-ents 

typgfi of issuers and offerinfs, This grantof nuthority rnay have beenln respo-tseto 

testimonyof then-Chairman Hills that the Cornnrission believed thE "creation of standerds 

for disclsu-_: offertnss wag,an npp*upriate Commissionrsle. ,
i::j!pal

Ihe I97J h{SFDA bjll also wouldhavepqlrirod municrpal issiles wi* moruthan 

$50million principnlamountin eccurides outnandingto prtparcannualrcpoils and mport* 

of Gvcnts of dcfault. Fuilher, tha l9?? MSFp.4, hillt-qu*lUhaveg4anttdthc Cornmisflo$ 

bruid authodty to $poslfy !.lae in,ntftft thc re${tpd flqflncifrl inf,olqqtlon form +rrd,marurcr 

would be pnparedend audited. No hearirgs werebeld, and no wte wf,sever taken on this 

hiu. 

^---'-- ­
S , 



anefinalcut n-eqrilsgsraudrudsAc* of 1979,'ra trill that wflld hnve crcamd nationafly , 
rncogni1edacomrmingandfrffinciatnponingS4!dad$ Th6 bitl wmt ,trrw-crear+d

the 

Iasinrtefor$trmenrdryq Gsvemmffitnclmif and Furucial ryfiry Smndalds 

1.trn4inrte').Compli re with stendardrnpromulgrq{ bXtheIn$ifiltc,'!ilo,ttid hrvc'bccn 

volunq1y,and rhc bilt wurld nu havecnrpowenodrny qgfty to enforce theInqtitwe's 

fiasdants. Subnrrguinllyttrcryne hill waspi+rySrydd in lgSl by $e44qr:Willirrus *s thE 

$etcrnd l.ocsl oowrun,ent AccorrntingandFilruci*lRlPgItfuEsts Afitof l98l'11 

No hcaringswcrp hcld on either biII, nor waseitherthe subject of a vocc-

The Commission ntso hes teoo*1trc*{uO lqelllstivc chuger SSdrlrl p'gticutri, 

qpcstioncdthe wisdom of Exchange Act Sectiont$B(d[l).*" tn t$SS,thc Coqmkslon : 

.advogtedthe repaal of Exchange Ac* Section ISB(dX2) t$ the afterm*hof thedefsulton 

bandsissued by the'lilrastr$gron Rrblic Pss-er SUee Slfctrl fl'$frfiffi.$'),-* The 1983 

ddauhon $2.25billionof bondsissuedUct$mqiU7?s{d t98l by thcUIPPSSwas the 

lf,rgg$tnonrpf,ffilfigtdrf .u11rn rnurriciptlbondligory. A, Comm,"sio" ir : ,rtigndon into the 

circumsance-s Ahdoturemrde to investorsin S|PPSSof thc dcfault higtrlightedttre Oefinisnt 

smrdries..'TlrcCoFmissionsuggestedthatdelsipnof'HxchangeAct$tctlonl5$(dX2) 

wesI way to Srenglhenmunicipalsecuritiesdisclosrrc,nndwas ttre 'leggtint[ rsive"mG$rls 

of improving thr flory of informationto investory,* In 198?,Cluyrry Davidt{udcr again 

cell6dfor rrpealof Exchenge Act $ection l$B(dX2),pfomtrtd by Ecnr ernlhpt issuers 

wcNEnot making copies of disclosule $atementr availableto undcr,writing syndicates'"The 

Commissionsubscquentty theissueshigtrlightedby ChairmanShadaeteddirectly to addrcss 

andCtninrranRudcr in its adoptlon of g**tr rg*lAci Ruh tic?*l? andaccorHpqlryrng 

underwritcrs­interprentionconcorningthr duE dilisence omtg*tbr of municiFalqocuniihs 

.* .,. ---...---.--."'.. 7 
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EIIIDNOTET 
: 

l. Hcarinsson S. Bcs.E.4,$. Rcs.56, andE, Ecs,-9-7Edore theScnereConrmiuceon
 
Brnkingafr Cuncncy,TSdCong.,2d Sess-7443{1934}.

' , - '  

2, H.R Hfip,No, 85,?3dCong-,l;t Scss.7',$93il). 

3. Id. at 14,Tto frene6 of theConstiurtionwcrt mined with crcathga systemin
 
whiE[Dowerwwffi rrotbeundulyconoentrfitsdin tlrc fcdelalgovenffint. Thus,whilethc
 
cmsri'tnionprwi&sthatsain-F*qrs ro"IF_THtg*"dl !f rtr_f{g$^gfftrffit'
 
it'elso recenft.sGcfiainposersto ihe Etelcs, t$t
itd Pf-on'iqcs soo* PowcrfTeJ bc 
cxcrciryd Ess 
L Tribc, HokcrJlnitd.SESgE,

' . ?7r'U.s.3S8(li9IS)-rtn oonccrnwas rrnderuooredbv the Tenth imendmeat to 
tE Constiunion,*hich prgyi{esthataII Powersthuta* ry dolegptcdto the. 
fcdgmlgouernmento_rp_irftibitedto rhe_itates,anaresewedeitherto tlre$ates,rcryec$vely' 
oqto t[o pegp-lc.U.S.'ConS,rruend.X. 

Sthile numarousfederal tsws havebeenc.hrllengedes violetirreof the Temh
 
Amcndment,the SupremeCourt gcrrenlly hassu$eind hws that rffett Ettters cherwisc
 
inntrsUeaUyttrest-iteswhcrrruc! qwsgeruonqqQ{prlrusiitto poraerefg@ to $q
 
fcdffal golrcmruentby tlre Constiurtior. E, s,8.,
 

Surcivll435 U.$*.658 (19?8)itrotClne that local gwernnrentscould be held liable for_civil {Fhu
(1975)violerionsnrnuantnrnuant toto 4242 U.S.C. g I983hI983h FrsFrs v.v. IlnitedIlnited $tatcs,$tatcs,421421 U.S. 542542 (1975). 

tnoffiog tdet ttreTeflth Amendmentwas'notGfuficd by the_enactrncntof .ttt" Emrromic 
ffiiffiftil" rili JflezblEiiiclriritrr#zcioiriilffisn&lreCiihiffii wen 
violetions U.S-.C.$ U-S. 

tosnbilir*ralaries, 
' ' slCnruchaclionsrcoutiiACUOll$ OOUKI lG$lrlcr ' wagEswagssof EII{IEgmettil}Pff.rycmr$foyr-ro);r5r; !J!!!!$I.tlI+E a Lg'ri, . 

366IJ.S. 643(t96t) (holdinethe,rI fedcratlan' whichprovidcdthatthepropertynf rf,testate 
vGtenrswithouthcirswhodiedin U.S. vererans'lnryitals wutld cseheatto thet'edcrat 
g(rvEmment.ratherthanto thestateaspmvidodW statelaw, did notviolatetheTcnth 
icrendmenti.& BlsaNewYor* v. Rithardson,473F.2d923(2dCir.),-gg. denied= 

ltrfllEnrtfltih rfftrin tt,[f $I UnitqdSqte' t lJ-*l-il 

412­
tocnl 

-r-**-.rircEoycmm€nts1rr rhrre in-fieel're,srnnrihilitv welfere nevments Tcnth 
U.S. 950(1973)(holrlingthatprovisionsof the$ocirl Soarity Act,roquirinF.tfate_affl 

to shrrein-fiscaliesnonsibitityforfor we,lfarep*ymentsdiddid notnotviolateviolatethetheTcntl
 
i,mennor"ntbv deorivingstetesof fundstliat cwtd otherwiscbeusd for purcly$ffe
 
purpoccs);Otlshdnav.Eiyit=Sqryice= 330U.S. l?7 (1947).(bofdingthfl th-e
Qommission,
imilicatioh toyecsof sute and lryal govemmefits 
d0 not violate the Tenth funcrdment *lien sudr crnployecs'principal employmcm_was 
fitrilocd. in whole or in pert, bv fedenl lonnsor Etttltts).Cf. National Leaq|il9.ofCiEFltv. 

IEry, 426U.s.833O9?6)(sh-arply &un \*ffi ry th" c9,Tg1l1c1.c^Augigtgdividsd -1oi
Eiltil*ircr-Congt"$Jto'enforipthem'inlmum-*rrgeandovertimeprovisionsof theFeir Lf,bor 
StFfidtrd'sAct-agaiffitthestrtcs'in areasof trafuionalgowrnm€ntal funcdons"),gYcranlgl 
[g Garciav. SantuitonioMetropoliunTrensitAuthoriw,469U.S. 528(1985). 

tEI, {fS{fS g.$.g.$. 50550509ff8},09ff8}, thethe$uprcr*e$uprcr*eCourtheldRrccntly,in SouthCarotinav. Bsker, Cot 
federsltaxmde pfi)usrontllatI TenthTenthAmendmcnthadhadnotnot becnTlilirrcd-byaa riit*aiviolafodbv tax'cbde.provision.+t 


rcnrovd the fc&ral incomEtax exefirptionfor ialcie$ erfiled ori cc,rteinstateeld loell
 
mnar unlesssuchbondswerc issuedih rcgigasd (asopposedto becrer)form. S\ee tu|
 
Fffii* agreedtlmt ili|s pro-tri,niorr !o qsnc,rll
 

that thc Amondmmt . 

-rtllcir effe+ivelf fotgg$lmtc ln{ hcal governmemts 
borils rt8ifrcrsi irTenth 4*+Otry rnalysis,lnnlysis,&Ilslysrs,thecouttesle G{tunGotlngrrposcsofofof itsimTe*rthTenthAmcntlmentArnmEmentilrcir bordsinin rcgitrcrtrt form,form, forfor thethepurpo$c$ 

watcd tlrelew esAirecttyprohiUitingtheissuancaof bearerbolds, CitingGerFia,.smra,ffte 
Goun$aredthatthefenittr-*mcnOmEnt[mic m Congrrss'authorityto reguletestue­
activitics"arc srur*lrral, not subgantive* i,$., thatStatcsmustfittd theuprotectlslfrcm 



aflEressio$al rtguhtio{l through thc rutionalpolilical prooass, not tluough jutlhi*tly dcfin€d 
sDheresof unrcsufrbb $ats activity.' SouthCanolindv" Baker, 485,U*$. {t 512 (Sfti[g 
tirrcia,+gg U.S. at 537-554).Whitenmingthnt the $ffie had not rlleged ir hnd bcen edcd 
of ic right to palticipatein the political procees, but rather ergucd the lew war "inpmcd by 
thc vote of en uninformod Congressrrlying o'n incompHeinfsrnetion,* the Cotm gawtl: 

tNlottringin Garcieor thc Tmth Amcn#nent authorizos oouils to scmnd­
!.tessttresfstantive bf,sir for congresdonallqgisledon.. . . Ufherc,rf, tcre, 
ihc E#iorHI politicql F@[s.did not oSGEfi+ in e dcfoctiw lof,ftncri the Tenrh 
Amcudme* is nc implicrtcd. 

4u U,$. at SI3 (cmph*nis,iuoriginat)(citnrbnsml$Fd).Aftfir ttto 
Court-s dccision Iu aker, it is unlikoly that a oon$innional challcnge to 

peneiningto munieipal cccuritic$would be 

4.' I*erdis, Ttre l"eei$lstive llistorv of thc Secflrities Ad oL[933, 2E Gm. Wf,sh. L. REv. 
29, 39 (1959). He also not€d thet bthemayort of our rruriouscities filsc rrll Gfi mf,ssc when 
wi uieA' to bhng the iecrnnce of municipai socurities under the 1933 A$.n J. $clignan, Ibg 
Tlansfonnation of SfaU$trset (1982)et 65 (citing lener to lvfenuel Cotren frsn James 
Landis, Cohen SEC Fapcn. vol. 41, item 7.) 

5. $E $. 8?5r(C,rrnfidentinl 	 Setn. 1l (MEr, l3i l$33). Comminee Prinr), ?SdCo'ng.,ls 
Soction ll(a) of the bill excrnpted from rcgistretion any rccrrrity isrued or grrarantcedby_ttp 
Utritcd Srates or any territory or insular posmsion themof, or by the Distri{t of Columbia 
or by tny state of *re United States or political subdivisbn or agGmcy or ingin$ion of any 
'f,fiF Ol 6t8tSS. 

5. 	Ilcarings on S. 875 Bcfore the $enateComminccon Bsnkine & Cuil€ncy, ?3d Cong., 
(tjl33) (tesliqrony of M. H. Macl*an, VicePlesident,HarrisTrust and lrt $ess.-23? 

$avingsBank, Chieago, Illinois). 

7- Id. at 65 (tartim+nyo.f Col. A" H. Cancrn Chairmm of the Npw Yo* Sute$ociety of 
Cstificd Fublic Aceounra+u) 

8. $ectionl?{a} of theSeeuritiesAct prohibltsthe making of fatse or mlslcading *atonrenrs 
in csurcctionwith the offcr or saleof securities. firia antifraud provisionof the Securities 
Act amlfus to rnunieipalrecuritlesby virtlre uf $rctiw l7(cli whir"hsitcn that cxe-lrpdons -Setion 
fr,om 3 of the- $ecurities Act'slrall not rmly to $cctionI7. Municipl secutities 
Fensactionsare rrot srftiect ts Section I I of ttn $ecurities Act, which impores lirbility on 
DclEonsfsr missaterneffis or omissionsof materiel fact in a rryfutration s$fietn€ntfor-Srection

l2(2) of the $ecuritie$ Act, which imposcs liability on thosewho offer or sell 
rccuriticsthroughtlqe use of misrtatementssr:omissionsof e material faet in e ProspecHses 
or oral communicadol; 

9. $ection3(alte)of fte $ecurities Act, asfr$tlt-y adnFt€d, excmgs"frlny seqtdty tssrcd 
or suaraf,teod. . . by the Disricr of Columbia. dr bv env Stete of thc United Snrcc, or by 
anfpoliticat subdiviiion of a Sute or Territory, or by anyprblic instrumcnulityof one oi 
morestetesor terrltorie$ . . . " fium the provilsiolrsof the Seffritics Ac.t,. 

mailto:F@[s.did


ll. Id. a,t?S$?+16,($rate.rnsnu_oJ & Wcigpfd'ArchihddB, {$nrylfdlr,",Fts8idfi}t,,Rm+weltprc+ioelrt, B; Gibfoissi#,.:and G5'IBs'9.-sibbot$, G+oryq &-h.t"Eg-; m,rnic{Falfftd
NcwNcw York).York). Spccifrcally'fo{tscrs.BoascvcltrrtdGibhonfnmedthe 

dclscribuscffeclomthernunicipt sccuritiesi
dcrF;. NenY-or*.dcrlirs. Ncrr Y--*ort, Spccifrcalty, 
C431ffi'ouictr€cl oit ttr" rnunicipt-sccuritieiindumryof prwisioot in thct*t[ conccrning' 
anno"g li*ie$ont on Oe,iterqg.mpituqpts.ofnetceniut*1ryryi9_t.of huker and 

"rt*{-, rpquircrnentsof indepqr#mtrrdiu rid sSC trgistrathn.dffifninftGhi,"an6 

12. Id. It ?fi0-7041. 

lS. Id. at 7#3,7M,5. 

t4. Id. tt 7414. 

f5. S. Rep.No. 75, 
tt975) 

("1975 Act Rcport"). 

16. $ecrion3(rXl2XA)(ili) of theExchangeAct deJinasmunicpnlsocuritbsa$'e 

#qrritics.' Tiii-redi {mufticipatqecuritiel-is dcfincd,in rulevnntpq{t, in Scction 
er rsrrrlties whicharE*dirtct obligstionsof,'or o'bllgntionsg$ars$tcoda$ro or 

ic or 

rit def,rnition in'#*iJiG-ii€di6n.lia)(2) is 
diffcrpntrfromthatof theExctrange"#dililIrityAct ih thatStpctiut3(a)-(?)exputptsscflrities 'isfiuEdor 
Sfi#. ::. ofan 

-
g.iiilaood. .''.'by*y $trte 

'' 
l?. $cligri; ,, fiEplsnotc 4, at l8?. 

18. TheMatoneyAct,Fub,L. No.719,{e S1+1r-,I0?0t1938)'cddq ScdionlSAtothe 
Exchsrrge ActSectionAct.5ggExctr'ange l5A(${l}. 

t9. 1975Act Report,suPranote 15, et 43­

20. Rrb. L. No. 94-29,89 Sut. l3l (1975) 

Zl. Municipal securitieswerc tradedby threety,pesof entities: rcgisteredhrokcrdealens, 
who bousht-andsold municipalsecuritiesin additionto engagingin other struntres 
ectivitiesl soh municipelbro-kersand dealers,wh deelrexclusively in municipalsecurities 
auJ 16uravoidedrpeGuationwith the Comm-ission;md banks, which tradedEcrlemt­
oblieetion municiml-securitiespurruaflt to ar exclssionfrom the Gless-SteagaltAct-for 
geui.ntobligatioribonds. Gtess-Srcr8nllEnryrie.the *o 1ry!*Sg 9f.FS.TPS""i.-­

natiooat pcrmiuedurder 12g.s-.$. 5.24fl)
(ltdit to"d."I irl----indcrnrite:artdfirrctt"r" for their irwneacount-gurcralobliguionbonds
i.d.itio Filt"tty, Ui'n*ineassocimioniarc 

' of rni Sute or airvpoliticaliubdivisiontherrof Crcrieralobligafionbondshavebeen 
iltdr"t"d to ittctid *.*rri,i-no"uioncotaitiocattYgwrantccdit.p,t$goJ^l9tryE, 
o*"iif-oo*err ofu*atiool *4. in somroases,rc*ctueburdsUackcdby a-bankletterof 
ffiilfs u. cip"tio*,-l til'rc- ;th"-c"plrnt t-ft;*ettA"tt"itt"t

"f 
fukt 

HoldingCompsriCr3l-34 ( 

22. $oc,e.f., Exchange ts(cxl), ftgigt l$i9)0), $e$ionl?(a)'$ccth{tAc-t$ection 

l?(b),Sectiont$(cXl-i, Scctisnl5E(cX2),Sosion?l(aXl).
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,23. Benks,dueto their limitedinvolvwfl:*n sficudtiesr*ivities in 1914Hrr$ant to ths
 
Ghss-SrcaeeltAct pmhibitlon$,sncrenot inchdcdin thebrukcr-dcslErrwigrgiur
 
urwisionslof tm-frtcrangeAct. TIteCommissionlongherEtirtaincd thit bs* sefldties
'astivities,

whichhaw incrcasodAramatlcs[yovertlrc la$ doc€d€, shouldbc rcguhtcdin-tlrc 
.EamGmanncrrs rmn-bsnkmcrlriticsrctivittcs;{qq tttst ttluoxclusionfor.banr*sfrom brsF'cr­
dcthr rtgisntion ruquirprnentsis no loagcrju*ified. SiE,EE., Tostimonyof Rhhard 
Erucdcn,-Cheirman,SEC,ConcerningS. 543r$d S. 7I3, Boforctbe$emtcCoslurittceon 
BNnthE;Ilursing andUrbanAtrairs-G"Iay7, l99I). TlE Conmissioucontinrpsto bclieve 
thilt bnnksccurideeactiviticsslrouldbc corductedouuidothc brnk in r nrbsidirryor 
affitirrc that,r$ a broker-dcaler,is regimwd 'ith tlrc Co'4qiqttoq 

U. fxcmnge Act Scction3(aX30).UnderExehnngeAct $ectiontfB(bX4$D,lloyF.€r,-
Coqgrcssdclcgrtodto thc MSRBthc powerto def,meby rulethemmcr of dr*onniningtne 

. *i*rately identifsbledepertmentor divisionof a bank.MSRBruleG-I setsfonh a testfor-
eiGilrning ttretepcrarctyidentifuUledrynrnent or divirionof a bankelougfunctional 
tiffis. 

25. 'ExchangeAct $ectionISB(bXt). 

?16.ExchangeAffi Soction15ts(bX2). 

27. ExclrangeAct SeetionlSA(bXZ),$ectionl5B(cX5), 

Brchange 	 for the28.28. ExchangeActAct SectionSectionl5A(bX7)l5A(bX7)requiresthoNASDto haverulerprwidhg fol
 
disc,lnlinedisciplineofof member$member$whoviolatethr ssmio.ns
wfu,violatglhe ld$T$]f 1ylo: In sdditionr_S4*{ aredso 
postible.Sffins.8., SccuritiesAct Sectionl7(a)(l), $e4isr t?(e.Xz)r$octionI?(c). 

29. Se gEEErly ExchangeAct Scction ls(b[l), SectionISB(aXZ)(r.gistmtion 
rrquirements); Soctionl5tbx4)-(5), SectionI5E(cX2)-(3) (powerto mrycnd, taoke or dcny 
the rcgistration of a brokcr or dealeror munieipnlsecuritiesdealer); SectionI5OX4), 
Ecrrion lSBtcX4) (power to imposeappruprtatelimiutiona pn the funcdon+md rctivititt of 
rny personwho violatesthe Exchange-Actor nrles andrcgulationsprontulgatodtherannder); 
Scdion l5B(c)(2), Sectionl5B(cX6) (authority to instiute indryendontactionegainstany 
gunicipal sectrities deelerthet is a bank). EeEghg Ig?5 Act Report,SUUBnote 15, et 52­
53. 	 ,
 

'
 30. ExchangeAct Sectionl5B(cX6)(A).SBqtiqBl$B(c)(61(B),Sectisnt?(cl. 

3t. ExchangerActSeetionst5(c)(l) andl5(cX?)prohibittheuse,by a bmftcr,dcalstr,or 
municipats€curities dealerof fralrdulent,deeeptivc,or manipiletiveactsor pnrctioesto 
rffect ury transactionin thepurchascor saleof nrunicipalsacurities.TtE 1975.Amefidffimts 
rErrifcdtiresescctionsto malicclearthrt theCommfusirin'snrlemakingruthrity dm applied 
to possiblemanipulativeconductby bontaor departmelrtsof banlcscngagedin municipel 
mcuriticstnruections.Sirnihrly, municipalruuritier dealcrswercedd€d lo thfi aoverageof 
Scctionl?(a) of theExchangehct. Thir sectisngrentstheCommicsiomttmtdkccpingand
 
rryorting quthority,ard.sen'es.as.rhereferencetfu for Sectionl7(b) sf theExchmgeAct,
 
whichconfersexrsrinationsuthority, r,
 

3f. 94thCong.,I'stScss.,I2l Cong.n€c t0f,??(19?5)trcqnrtc sf g*ffitcr To*ctr) 

In fact, theT-ower-Amendmenn 	 disclosurcaddedonly SectirmlSBtdXZ)irrryosingll.-
limiptio,nson thc MSRB­

t l 
  



34. Iustsfr6rtliaomsideration NowYorlrof the1975 
f$csl cri+isof 

Submittcdto $emtoCmmiueeon 
@-urturffiffi'$ess. (Comm.Prllfit$?Hl(*FimlBcpon")IFrom 
October 1974thrmgh t{arrh l9?5, the city i$$ed approximatcly$4 billion in stofi+Ffifl 
dobt cecurities.dgbtlqquritlcs,rtqihingEachins rcaord levolsraaord'levels oufitrndine dcbt, Iflcrcaring ooooeltrtrncltirdngcofioefitraboutNcrrtofof ouwtndiagffit, ibout Ncril 
Yort City's rolvcncyledto thccity's imbitity to dsaeffiy furthcrdcbtin tlrcpblic 
mrr*cm.By Novembcr1975,thecity wasuneblcto m6ctits meturingobliguionsrs they 
crmcduc. As NGn,,York$tarcanenrptedto rcmodythecrisistlrrurghEidetion, theprices 
of NewYo* Clty scctriticsfell slnrply, caushgpublicinvcstorswhosoldtheir rccudties 
to irrcurnrbnrniil losscs.SE Find Rneortst I-2. $S ds0 Shalrle& Ecfilamy,Alllls 
SavcsA Citv: TlreNewYo* CesG,1fi6 Duh L, J. lll9, ll27-32 (dcscribinsvnriuls 

Affairs,95thCong.,Ist Serr.(Cornrn.Fini l9??Jtt SlEilcrs Two andTht€c. (.$tf,ff 

to savetheCity from defeuh). 

TheCsmmissionstaffprtparcda comprobcnsivcnpon, rue 
inve*igationinto theconductbf personsparticipatingin th,Gvlalts 
frpcelcrisis,srhichqoncludodthatthecity's todgffiry, rocorfithg, rnd 

I dtggg{ pictrre olthc Cily's fimncialcodition. 

fmm its l9 mffith 
ts thocity'o 
*ncingpructices 

SubcommineeonEconomicStabilization.HougcSourrftiHneon a# Urtsn 

Rcport.). Rcpon alsoalso coneludcdconcludalthat'unders,ritgr$.that underrrritcrs, bondbondcounscl,r,ndratingRcoort.).TheThe$taff ltcoort aounscl.uld ratinE
jo mect rcsoonsibilitiestoto thc.inveCtingpublicinin thethesaksak ofof New .ryemieshadfailedto inecttheirtheir rcsponsibilities tha.inve$ine oublic 

Yo'* City securitiee.StatrR4nn at ChaptersFour,Five,Five, a$d $ix. -$taffRrport satedstatedandSix. TheThe $trff Rqpon rt 
t stlthout ndequfitc$sclosure,,As q 

rrsult, thepublic'sprincipalsourceof informmion,bcoidfi$thc stm*mof cottfu*ingand, 
contradictory*rtonrentsin thll ptts-+.wastlrc rtpg$e$tstionsby theCity endthe 
ur.dcm,ritcrsanenirfu,to thc sefuyandseeurityof City notcs.' Id. s ChryfterFour,p. 74. 
Further,lhe FtaffRcponconeludrdthat "lbJaiedupoartherecordof this inveuti_gati,on,it 
appcarsthat both [the reung agenciesJMoody's sx6 S&F fsited, ih t numbcrof nespectt,to 
makeeither diligcnt inqurry into daa which called for furrher investigntion,or to adjust their 
ratings of the City's securitiesbasodon known deu in & lnannerconsi$entwilh the 
ssn&ds in which priorn wluchpnor ratingtratlngFhadhadbeenbeenHrG(t."l$1.st chf,PterFrvo,p. 51.Hrnauy,sunillafits hsad." trd.'anChapterFive, p.,3I.,Finally, the 
Stf,ffRf,pqrtfouirdthat owhenput or noticoof qi*pgffistrsessthstcf,lhd ifinoquortion 
matteffibasicto the-imanqgof theiropinion,bggdmmeel shouldhsvecorductcd-en 
rdditionelinvestigrtiur."Id. at ChapterSix,p. 81. 

TheCommisnioR,aftercompletineits investigalbn,dcncrminsdtha{no enforcernent 
linesrhoutd instiruted.TheCommilnsionproceedingsshonldbebe instiuted. bCmdthisdcciihn on a numbcrof 

frctors,frctors, inchdinginchding thethe chengechengeinin rthe City's adminiruation, endrrariqrs rrnrcdiel actionstaken 
by thc City. Final Repon it 5. Tlre Coinmissiofldid, Imrcver, ooncludatlrrt .the puHic 
intcrcst [wmldJ bestbe servedby Commisqioncffofis in ruppon of lryishrive solutionsto 

in- municM field.' Id, SESE dlqalso id.id. etet 15-23t5-23.thethe cornplexcornplexproblemsproblemsexistingexisting in thethe municipal rscnritiesrscnritiesfield.
 
(nding fte suppon De-rrclr ;t Bo.rdALt, a$d
(ncing the Commission'sCommission'ssrrpponofof thethe l97El97E IndustrialIndustrialDevelopmcntBo.rHAct, affl
 
reviewing dher legirletive effons). The Now York City crisis dld; howcver, spf,wns grcat
 
dcal of litigation, te In re New York SecuritiesLitisstiori (S.D.N.Y, l9E0), Fed. $cc. L.
 

97,258(tgt0); Mu Ii Deferrhis Hc.rc ĈanDisclozu!€ BGRcp.Rcp.tt 97,?58(1980);Comrnent,Comrnent,Muniiiual hndr: 
FarAwa:r?,4l AlbanyL. Rcv.545( 

35. S. 25?4,94thCong.,lst. Ses$.,t?l Com,,,Bsc.33,90?il9?5). 

l? 



36. S.296$,;lfir$lieipalSsfsritifi,rFbu Disclosrrft Astof 1976,94th Cong";, ?d$rss",122 
Coqs. REc. 3319{1976). 

17. At thotiscn SemtorsWiltiamsrnd Totronqruretho:Chairmanerd ffifikirlgmrmbetr, 
rnryemivclfr,of,theSe{tstc commirce chargud wifh overseoiqg theCo-qnmtfftos. 

38. A "orrfilins' rrf,uirpmest is onewhichmrn&testhntttre issuer filo disclocurs 
furmerits with-the Gmmission prbr to thc tale of the scsrrities dcscribodthcrtin. 

39. Ilris blltr wns by rhe Nadonrll.aqffieof Cities, thc'UrNlrcd$nm Qef.orssoe
of lrl*yors, rnd l Finrncc OfFrcers esmcirtion @ter rp-narncd the Govcrtrtnffit 
Bhencc ffiicors r), $ceMutlhiprl,$tuutith*rftil1Disclo$uru Act of 19?6: 

$mrritirs Sull Act 

II,H" l$205, intrducod by Congrasman loh$ Murphy,was to S. 2969.The 
Subcommiueenever vmed on the bill. 

40. s. $eauritiesFull DirclosurpAct af 1977, $5thCong,,lst $est., 113'Cong. t, l9?7). 

41. S- 1236, $tate and l"ocel SovernlnentAecounting@ Financif,I Rfporf,ng Staldards 
Act of 1979, 97th Cong., 2d Sess, (1979). 

42, $. 6t0, $teta ard l.ocat Crovernment .r'ccq'u,:*l$ganriFinancialEfipottiftgsqnaads Act 
of lJ8l, 99th Long.,2d $em. (ly8l). fhe Gsvernmemal Surdeds Boenl wasAccounting 
crtstcdin 1984. 

43. SfigThe t9?8tnOusr*alDevclopmentBondn *, S. 3E23, 95th Cong.', 2d $ess.,124 
Cong.Rec.2I,639(197t). This Act wasI Commissisn suprportedbill that would have 
nrbjeaed-indugrialdevelopmentUotrgtto registrntion underthe$ecrrritbsAcr. No hearhgs 
wcreheld,and this bilt wasneversubjectto a vctc. 

4. 'Lctterfrom SEC Cheirman John Shadto Hsrr. Timothy E. vfkth, Chairmrn, 
Snboommluee andFinnrmem Telecommdcations,fionsumerrPrrotpsionn Stfiar.l?, 1985) 
at t4 ("Wirth Lctter") (in rcsponsero questioflsretating to municipal securitiesrpguhtion; 
rccommcnAhgfte mpcal of the Exchange Act $Ection l5B(dXZ)). 

45. $E Overdgh llcering 
Befurcthc ofi and Fowcr 
Adminisrrationof the llouee Conuninee on Imsrioi and InsulerAffsirs :SSrhCottg.,lst 
$css.(JrrneI0, I9t3l; SEC, 

& Lsw Renoflt 
1ffi3-34(June14, 1985). {f,"-ryIfiI l,nffier,EUES$ote.+{,flt l4i,Sedlilffi:[4SetruitiptFp,mrhtion 

. t  

47. Rcsra*s of David S. Ruder, Chairman,SEC, to the Fublic Sccutitie$Associationll
 
FMix, erizonn'(Ocr. FaforttiernssulatiCIn H{oort 16{9
 ?3, l98?i. $ffi f,llgil F L^nw 
(osobor30,1987). 
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l!firr!ficilFffirFSI{$ qi$r*ur,ts 

AN OTERVE$II 

ttiitorics$y, municipalmcqitic* hav*l**lrig canill lowcr r+w of dnfqultnlbe+ 

Gorpqrapandfordgl gtrcritslcilt bolds.r }foroovcr,So,risk oJultiru*tessn*[Elm0olfsr 

munloipaldetlr,irsligl&,bothwhcncomprre{to tor+lmuf,icip$lde,bt otg$rndftry aftdqnl 

tr *icFql dqh in def-ault.t , 

tr{unspat dcbtdtfeult ,qref.lV*ty*+ui+r*Uly w-iththc type of bonds ltsued.GEffitrl 

obligflrionbondstypically cxpulerrce ttrclocrcs ficiCgle$of dcfault. As o'qq-sHdy 

danonstrated,duringtheperiod fron l9E0 try-nrgn1991,of 726dElrulFduunhipal isnrys 

Eprescntilg$8,63biltion in principataFtqurttn* gg4qilqfobligEtionho-.qddeftutmwCre 

4porred.' trn addition, latcd bonds tcnd to hnve muclt hwcr ratosof,defauhthaRrlon-rr,tpd 

bonds.t flthough laryer issues tendtorhavef,c*cr dcfaults tl,un smaller fifsucs, this 

appalentlyis @1se ttrry rrc fower laigc'r itzues.' As one indiistryFlryp *udy has 

$lnwn, the defauh re$ for municipal bondi is$$sdbetwepn 19S6 ,I99t ir hiEherfar 

isiles gr*aterlttnn $10 mittion but legs ttranSltl0 InilIiofi, than for,itsussoutside those 

ranges.' 

In addition, municip4ldebt defsult retcsnqryd.poffidtng-uporrthoF,rrporcfor which 

UorrOplocecAsse usud; tilnUc,troalthcsrcrelatedfhrqcings havo thp trrgostinaidelqeof 

default,industrialidevclopmcm t.lttfid bor*ds also hnw high defnult bonds*oOfrot*qtttg 

rates.t Commerrtetors that the incidenceof defaulfis invcrsalyrelafiEdto the heveryecrrleted 

Grilcstto whichthefrrndodeurlqs ii ts$doistfid withunditionalmirnicipalfunctiom$." 



ENDNOTE$ 

l. A defaultoccumwhcnur issuerfails to pqf iHtGrG$tor princiml on its securities.Ttus, 
a dcfault.mrybegnly a brief intemtpuonof paymenls,9r paymcmfrun I lrson/Gfund,rnd 
meymt indicatethatrupeymcntof theunderly$rgdcbtis in iiqrbt. 

Z. Forcxrmple,h 193?,beforcthcenacmcmgf cittrer,thosccrrritiesActor thcExctrarme 
Act,qpmxlry$Gfyl.S pcrtcstof all muniqipnlbot$;ygq in defaultwhilc3,$pcrccnt,7.? 
Ircrtent, and 19,4Ferccntof reilrroadbonds,inductriel boadt, lgd foruim boods.' 
rcryoei,vely,-urcrcin_defeult.J, Se_ligmen, Zg7i.l] (lgBS)'Murtlcipd:.fnd(ciiingf. ! Bosds:Ardyrir of Defarltsrd Rcrncdics,'in 
J" $piono, Fff nq* EmrteLrw andrAmcfiocCo$rse
IlandbookScries.N"..2$ (lgEZ)). YlHg dafrult mmq$v-evrried co*iCenrUlyovcr rh 
ycutr municipelbondsheveconsistentlyhede lorpard&ult retcthrn ffirgonrti bonds.
whitc thc reteof municipaldefeultsavcraged.25perocntbctwecalg45 aid lfl5, the
tlcfiult f.orgorygr-a^te iE thc I940sasd l9S0$,.03bords{'es eryroximatol-y_=!0-pquent

in ttu 1.960*, q3rygnJ-in Comsritetr4..-02. smittod).H5ffl tlg llrui; Id. tg"rgrigps
defaultsreachcde rucordhigh-in 1991,with 88 iesuendcfrulttneon anistimitca $25.s
billion in debt.Standard& FoorsCreditrcview,ComorueDefeuTt-RetineTrensitioninr 

is$*altyhgncomparr{:li.#T9]1gvi"tt"-HHTtfi.-rypHg1t lg**sonmrr+iclp*.d€br
toto tneafiount ofof rnunicipalrnunicipaldefaults.ForFor examde,perumilentlossps
for tlre ueriod I945-t965 Birlseni the rnnatdihr rn 

the arnount defiults. example.permendftbssesonon prirrcioalandintercst
fgt qp_f+q4. I945--t965wercwerclesslessthanthan.01.01p*trnti ofof tlle rual ditt oristeadinei$ 1965.of
thc$13.5billionof municipalbondsin defeurlt t932, rnitlion, i-r+Biefeulti$i$ 1932,onlyonly $?00$?00rnillion, srsr l.4B perccnt.perccnt.
of thebondsin deftulr, weie lossas.$E A. Gellis, Mardatonr Disclosurefor 

, 36Buffalorl.Bev.15,26,n; (eitineJ.
Peter'fen, lI0, l l l (197a);G. Hcmpel, 19.21(I9?t);Jr
Scligman, t&,-9 Dgt.t. -C-otp.L. 6+?, I'5? n.I (t9&)r' A. Gtilis, 

gs,13L Corp-L.. 
, 85n. 76 (t984 (citingJ. Pererscn, ); W. $mith, Ihe

Appmi+al,ofMunicipalCrpditRisk244(I 

4. KcnnyDefanhR*por,t,supranote2, at l-1. 

5. $. Accordingto thel{ennyDefaultReport,of themal municimlbonddefauhsbe[wccn
JanuaryI, l9E0alill December31, 1991,98 wcraretediffillcgand-628werenon*rated 
issu6. Approximatdy1.93pereent($2.99bittionl of ths rcal dollervolrmre($lj5.3l 
billion) of nm-rarcdbortdssrld berweentgHl tr*i l99l defaulmdertias rhs beriod. 
rtprcfict4ingap'proximatcly2,12* (5221oftb totalmdcr of non-tard issrdsfl4--61}3)
soldduringthatPqiod. In contrast,ap,proximrelv0,2?Fereerrt($3,36hiflioil] oi ttie toiel
dollff volumc($1._4trillion) of ratcdbondssold-Audng-thisperiodddanltcd,or 
approximately0.0t% (53)of thenumberof ratcdis$rd (6fl,656)sstddurins-thatperiod-
Id. st l. Moreowr, thc strrdyshowedthatthe.rrrerfigstimcm de,feuhfor raiedboid$ (90,6l
ummhs)qas approxfuuaely57portcrrtgrctt€r thtn tlp avcragctimeo Harlt on non-r&tcd 
botds!I7.T3.month$.Id. $E dq Pub-licSeeuriticsAsrocieiion,ffi Non* 
Ratodlr{uniqioqlDefauhslo8Glggl 4 (Ien.B, tggl} ('pSA Defaffi 
eFproximatelyZ porcent($1.28billion) of the@hr volumc($64.3billion) of non-ratcd 
bondssoldbetween1986sfld lggl defaulted.-rnn*cerclusioniof thiss$dy havebecn 
criticl4o{nlt0rfpycfliasbeingskewedtswardfinmrg ew+i tnrn acnral661ftilt$,in lig[rrof I 

- - ,  - - *! ,  



fmdiffi b'ytheKennyDefeuttFcportthattlt4,nvorlgetimaof defrultfor anuruotcd 
r rftcr itruanse.$eE,Et.,,, B.B. $tein,$tein,t'{intrsrnunicipaluccurltyii slightlylesCthan:si+fgf,fi n$nripfarlod- $415i8,, {.^$tEfi,,
Bilm$'s, 3I, 1S79.at H. Thes, MayMay tt Tl. tte ffiA

;lio-irillli,;#;; ;e.Tfri*iliiilFi*ir,
2.?percem,I.8 pqrc4t, 0.5rucruc forfor bqnAsismedln 1986,coinpard toto ?.71nrccm,?.2perctut,1.8prylti_ 0.$r 

tnd 0,0 pcrcentde,feultratcsfor botdsissuedin 1987,1988,1989,1990,ud 
toirAsissuedin t986,compared 2.7PGNEcrlt, 

IrGFEGot,
199t, rtspcctivet!.rSe DefauttRcponat 4. 

6. Kcmy Dcfauknrport, sultfitnotc2, at l-2. *econnngto thcKcnnyf,tefaultRlport, 
afirrost90S of alt the-run-rafcddefaulubtmmn l9S0rttd t99l occurrd on irrucctlnt 
srGrrh,sstlmn$10million in rbe, Sssds$ F$A Dcf*uh rt, suoBnott S, rt 6-t, 
$on ing-Sat79S of thenon-rrtcdmuniciprlbottddcfaulubetween1986Endl99I wcreon 
issuesof hss ftan $10million. 

7. PSADefeuhReport,surlmndc 5, u 6-8, Specillcrlty,thePSrdDefaultncport thowd 
thlt thc defaultrate-inthis timeperioO(eterleted by numberof isrues)werel,0S fsr 
issucsof $t0 millbn or less,2.5%for issuesberwecrr$10and$I00 million,ttd 1.6%for 
issuc$trctter than$l00 rnillion. Whencf,lcuhtddby'doltrr volume,ttp defe-ultret€s w-Gtrn' 
Z.O%,2.1%,and1.7%,rcspcctively. 

8. PSADefaultRe,pon,Eupt?note5, at 4-5 (showingthatthedefaultralebetwcen1986 
e$dI99l ures5.3%for hcalthc+reiseues,2.196for indu$trialtglfltedigtucgnad 2.69Sfor 
hffisingrcletodissues).$E SlEgHennyEtefurttRepon,$upnnote2, tt 2 (showingthat 
aproximately 76* of etrInon-ratcddefauhsbawecn1980andl99l by dollarvolumewerc 
on hcalth-carcbonds(468) andindustrialdevcloprttctubortds(30%). 

9. KcnnyDefaultRrport, EllEElnotc2, et 2, noting-thefuicidsnceof def,aultasrongall 
bondsin thesudy eppearedt-obe inverselyruletcdte thc 'essentiality'of thc bond-firnnccd 
projcc$.' In theiuthbrs' view, a util^ityprojectis molu -e$flrtif,l to theproperfunctioning 
bf a municipalitythanis a housingprcject,factory,or nursing_home.*Morccver,the 
anthorsstetcdthattheyfoundevidcncethatns$y fiofl:fittcddcfeuluoccurrpdortpmjectsot 
a higtrlyqpeculativenarure,suchasnursinghomes,ratherthanon lessqpeculativepruiects, 
suchasthosefor localutilities.kl. 
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A COII4AnISONOF!ffi,S166 CIX-mELI}'IES 

A$ID 

coRFoRATE DTSCI,(ISTI*EREQTJTREI4ENTE 

in this lppqrt, the dischture pruvqkd in municipal otrlehl ftatotlr*o As discussed 

comurontyi$ l6s$ comprc,hensive issuqrcunder Commiss*til that ttratreryitud'of cggporate 


4gistrationnrles. Evenmuniclpaldiselosuresttnt fully,f"Uo* thefiolenrucgt Finaffie
 

ffiT* Asgociation's("GFOAT nisclssur€ Prtid+lmq,for$tateasd l*cel qpYorartcnt
 
. 

Seqrdties('GFOA Guidelincs")'qqttld differ fpm thoscruquiredof corpoffita issmrsin e 

numberof respects. Theseinctudedisclssureof conrpensation urd materielrrhtionsltips" 
: 

financialstaterncnt,rqpqning,'accounting,t 


s111dtrds',ild trn addition, theandfrautilrprovision$ 


rglf,tgrtpartytre$$actibns,t and ssditif,g 

of thelnformatiolon credit r*4rt-*n,' 

fderal securitiesrlaws,whiclr are theonly cur,rynt fsdenl lnwsgove,rnl,rgdleclosurcby 

municipalissuers, do notpnvide specincguidelinesconcerningwhat disclssure is r-equired 

of issuers.t 



, r  

' r l r '  

E$MhIOIE$ 

l. GovernmsntFinanceOffic#rsAs$ociation,Fisc&osumGuidelinesfor $tatead Local
 
frvcrament Socrrritics(l 991).
 

2. TheCommigsionrcqulrc$disclosureof naterialreletionshipsh*woenenirsucrandrn
 
undernrriteror under,wriiingsyndicate,whilcths GFTIAGuirhiirru containno nrgge*ion

tb+tsuclrdisclosr$Eshould-bsprrovlded.SeeItGfii508of Bcgulatiry-t,S-K.Furthcr,ttre
 
Commission';nrlessctforth specificdisclosureroquirelffietlrdcsigd to elkit mcffiingful

dischsureof conperrsationof theissuer'scxmsivcs aswell escompenrethnof tb .
 
udcrsrdtcrs. Urdcr theCommission'snrlcs,s oonFf,trymuctdirclosedirmuug rd
 
sgmlntsslooa,no etd rll othcf itculsthatwoqlHbe
beillovod or paidto theunderurritcrs, 
fuEed by tte NASDto constituteundcrwritingcompcns*lonfor ptrrposasof theNASD's'Ruhs of Feir Eractice.$eeltem 508{e}of RoguhtionS-K. Th GFOAGuidelinessuggts
only thatcontracnutanan]ementswitfr theunrilerwrimr f,ffirngemsntsilrd cq'rnp€flm*ion with 
execudveoffietr$ bedesfitbed.Sei €FOA Guideliffis. tpnel, at $cctionlffi(BJ;
SoctionVI(3) (*strtetheir directaxdi$di$d-t . end#ssrtbe thir.s ErHgws wsTryl.s 

on Tlrcrcis no thrparticipation in retirementor pensionplans').plans'). Thcmeis no suggestionsuggestionthrt compensetion
arrnngbments principal governrnental dirclossd.arxflncementsofof princioal officials ofof aa qovernrnentalissuerissuerbebe disclossd; 

3. TheCommission'srulesrcouireextensivedissl'opurgof rularedunfiv trf,rffi#tionsand 
enftias of intcrcgr betwoentlreissuerendanydirector,e)fficrltiv6'offi€rc, bencficiat 
owncrsof fivc perceffior moreof thecompany'sqocuriticr,ard anyfaqity tnember.ofthe 
foregoing.Item404of RegulationS-K.TheGFOAGuideliness$gge$thlt thisdisclosure 
shsttldbcptuvidedonly:wheretheissueris a qe$&{t isrwr. No suchdtschqurei$ 
ruconrmended the issueris a tovernmenteittrtprlse,where-

4. TheGfOe GuidelirnsrecommendthatttNorslwilrtilesucror fundprpsefffula$eiat'note 
$tetsment$of theissuerfor two fiscalyears.GFOAGuidelirrcq,supra l, et Section 
D((Bh Sc4io$X(B). The'Cornmission-$quires for thr€e yff,ro for mostfinancial${a.tff{snts
issrss. $e ftm 342 of RegulationS-X. With,respectto interimp€riod fmsricial 
statefirents,frtc GFOAGuidclinesrecommendsummarizedinterin informationof 
governmentalenterprisesand conduit issuersfor the lens precticablcdarc if the officirl 
statenrcntis datsd mgre than 120daysafrer the laresrt'car.+nd.GFOA Guidalines,IuEIB 
notel, at Sectionry(4)_(l).,TheCommissionordinariiyrr*luirc$thf,ttho latcstbrlanceSaet 
be as of e deto within 135 daysof the effectivedmeof the-reeistretioo,cxccpt thet thid 
quarteropemting rcsults ordinarily wiil ilffice Eaftil90 daystftcr fiscel y.car-end.Item 3­
tz(b) of RogutetioaS-X. Financial statement$of thc comparablepdor ycer's interirn pffiid 
qe rtqqtrd by the Commission,bur arc not discurucdirthe GFOA Guidclfuss.Itmr- t&arc rEquuctroy meuom 
Ol(c)of Regulmion$-X. 

5- With respectto accerunting,theGFOAG-uidsliutslwrtrmend,thatfinanc,irlstatwt+ . 
prcportd eccotdanccwith senorallveccdutcdaaEountlnsorinoiolcs{"GAAF ). GIFOAbebe pnpared inin eccordurcewiiir genarallyaccetrEdeccountingprirniplcs {"GA.AF }. GFOA 

Guidclines,SDIII note l, at SoctionD((B); SectionX(.B).Tlre GFOA Guidelinesrcco$dze 
tte Governmenel Accountins $trnderds-Birffd ss tLrubmmuleetu GAAS anoliceblEAccountingSundardsBoardBsttrcprornufatorofof GAAPappliceblbtoto 

ies, silent forfor GAAPemticablatogovernmenulentities,andandarearesilemesestoto rherheautbriti 

nongovernmentalnongovernmental Guidelines.flrolnnmenmel, arSoctidnD((B)n.36.Thc


autbrity rypllca;bla,to
entities.entities.GFOAGFOAGuidelines,Eupt& l. 

Commissioltaonsiders-accouflting FiffinsielAccurr*ing­swldads promrlgntodbyby ttrettreFinancial,Accur*ing
$wdads Bwd ("FASB')to be-SA forpuHlssfinpsilirE,Exceptin thewry rtfuititcd 
circumstances eshbliihss lus notwlrcretheCommission e diffcrcntrule. (TheComrnission 
considersdwhtt GAAFis for govemmenrateffitiss.GASBrndFASBercbotlrfmancod 



Fiffinnnt ffi:t#; ffiffiiluroushtue "+ffi$HTEffi*ffi#ffirffi;li itrucmtts-)TtFGFIIA
PoYlI3gili-# ifu:ot-u'onuht Yithffii,ifii-Efffi t-i;|'Elptsc.lta$onor ffi##ilffi;-trilin ini'qrunrt'hy.

ptGuidflinefiYguryE * r'rsw.tqw" ffi;'il"n;"En-GAAFGJ{AFm**u**tttePilnciPtos;iifrffi-dilf*r* r.*r bc*ry+-n
ililileftil*uU m.tte,iqEtf,*t-,ltg.rrrnri{r*nr-cFCIAGtr6clirlgs,,,gpfitGuidalines' nod],1ftffffi B
fff lH'iffi:rtHd3p;rc*iail{;quentifud-GFoA rtstsGAAFis ttlc

qg:f,y.*1'1;H^$ffigsdionrx(ts).n'rt;lo-mfsiqq'. 'HPE$'Esithdirchcutu.illbfc6'nre*v,evcn'Hffiffiiffirfr;ilil;i.-;r 
d ditcloaure'thc GFOAGUi#liWq

wirh:rysqttofoqrer,rq"t.%ffirW$n nrg,puiilmiuiri.- "Hi'q"9otr+{"ifip$'t#fffi*ffi,,IHHru'*r'i.*lio:r"nuiihiitEq;'dE6*".-­ffi,T,li'#*ffiffm
of muctiditY with rcryect to ccilfltn t ru' rff$iffi#S"l.ffiil.tl,q-+**t**"##ffi,,"F,il#,ffi"ffi'"(insomc.circurn;##jl*t

totals;condensedparsilrl'rut r.*rY- -------t-t{tulls; activity for gpcc,ifi€{tGtxPGnsEffit" ,rdlorson€surEs$diwdsunplemenru me$ts n$tlffi d ilFpi""*tt sdrdutec.duiiling-t$-*Hm*i lve-ct - or*rr,ilp"r"ofplryg1y.ifi'neepradons-Dldntrno"*;if#biilJtilfri]=nVestments, 

ffix: "i::mn"m'**"U*ri"H'ru;*ffi't'il'#ff"i;'*iilil;;; 
recsmmend'h-*6. rheltre Q{OeGF0AstridelinesGuideline.stEcolnmensf$al ilrrt|rlt *t *-*rt 

_!utwoqld6. ryq5*-9.lffiq"sffil"Ho$Lffff­*-**'oii*ffi rifrdl("GAA,g'),in Eli-neratt-rygq14.fl-ffig"*hnw differsare disclosod.conduttcdconduttcd in.accordancewrtn generau'Ya''r'Ef'.f,ar rredisclosctl. 
if difclo$rreor [Iren&tulv(fr;fnt''*u{f'.*dii itit iiff"rg"c"otd#iifir that#ffiT"ilid;ilee@ 4niqtiq* t#l"i-iii-gi-tt"*:,u;3iggt T1""l,un conrpstyonon aa puUticcoaryonyr€Dort pubtic

h?ffiE"iilli*s; ilii+ *** {' T sTL",L,Hq}sT^o wonrdrmmtisfvtheffi illis-?iii;*ift*;'g;;HffiH;Sf,f$3.THHHT'"ffi 
il;* 

rutes'r'ncr*trl-'/r*"'*"ii'd.Iiilii"o,Commisston $llptt notel, at SoctbnII({8) n.Ir.

r."$Hiffiidff ;"
arcfiHtrErllr*tr-nr*vsrr*r i'ry-EEq[torEffi:;ffi ,*tffis;ffi-*t1ffi
iiffiiuT.*. .-iffi-d*r"i,;rtiqn'es*titistred q14*trylet, ''hich 

Folicies,s€ctionitsen'iloJfrilid qf-Fffi;rtuyitrepryfcssionrureideveloped ib;331. GF9{cJiF"lilHL,^,.^^ -*rrorr inFsre.rarsec'ritiosdo"-dftfiii * ailurtto'oTlur€Fort,butGF'AffS;ffi*tffi *d-lHJ;trrirnisrr arp-discbsed'
obrrinconsent*,ouij-u;'ii.ietoc if $-.6"*--

E#ffi ffimr*##;gn*"
'* *-'-oriilir-rJonm,#;ffii"$ffffiffi.+"t+.trrcl;It.L"GFOA Guidelincsrtcofiilncno tnat srscilr!'urui'r 
Cg*tis'* denilsdThscte"s bedisctosed.;i;*iito andmost 

or*ioio;r-"f *'h*-g"Jil'ift-ir"* q"-ingtil--taJtt*o fiscrrrrerrs 
governrnerurcs #-iioiuit"tln"-wittrulcrOircrou,ir"iFcentmtenrnp"rrod.Re+rirod. #1't-- d;#;

ile*;;;Fdi"Hil#il',it rymffiRff'Y*'fftffiffi'S

thit confumtheaccumcyJmcitgiton cofurnntri'otriit-ittiai'Uitor's inallqry'ffit"rt**"r;i 

fimncial informuionaboutthe
-.1,a7. Th GFOAGuidclinesrccommcndl}t-ffi -s providcdin th'

riiurylof opirarion*orc,J-iiltnrratrc"rsrEveiluss,assers, fiffi; itifffi;id-tUqa EF tt* formsf 
ofFrcialstet'mcar,butdoes ii Sq+i'oo.rv'rf thccrudit"qt-ryTrfy;ffiil;h-tG{oA duiiffi,adir€d frnurcialstare$Enrs. try1p"*"T, *cr, ttp corrmission 

i$qcern€d *iifti-.ryffion-i(ii rnJ'#**ierasecuriry€nha$crrnent "r 'fij"[!*.*"";+r+r::$.J4-r-TTiJt'#tdr-r*'ad'*ry#"*rrur'fl
ifi'*" 
E:ffi *;*Smif"*;ffrgtd$i:H[;h'edasccuritv,*""cH*'if 



gsff rcqucsrssrfrrcicntinformatbnabouttp pcr-ty.prsddirrg to-permittSecnhemat 
-sirciat m ad_uqryq!'fttbtieJy avrilablailr;#n-b e.rahrar"theparty'sehititylo^fu^ud 

Mcmorandum -CupryI,ul*Flq of Corporriiom.Firnnca, fromfciicL-Sinltn, ' "*Fhhsr, $Ec, lqgaryf{sil-trii**d;I sEffi,mvisfiq;f_Q?*porarion :g1iddt$for
SEC, 

Providcrs,'qF $t tr lvtrcrnoilb"igilE Ufa,rarrhf andThird-FairyCrrdirEdranocmmt ­
*40-t[*. i. t-ffi ft i. d drf,r*t-l"iqgtheer*mt of diccbsutt-,{F tilsq.cil$iftrs (Dthc 

rdetiw to thcpartlr's incomc ary-c8shtlow8;(u, sffi$r-onsennrni of tbc'cntEnaemcr* 
DrEccdcnrto anplicetion of tbc cillnnccmcnt;(iii) *m&rn ot the c8lffiaclEcati ryF tlY] .­
6tmr fason iiriticaringa materialretationshipbet*+ent$c enhaffittcut 8ndtE inY€stors 

,,,,ryTFd@r* : 
8. EE. G*,g.,Lc#crfroniRictnrdQ.'$erchuq,-qgqor,4$tig$14{d.F"g}b491-­
SEi:-d lllgeith iJrutr*ntet;Ir., Chairman,MSRBOunE24, 19tr1) {sictcrdingfor isrucr 
to rescrve omional rcdemptianrights in bonds escrowcd to meturity without {Iiscloslng ttrilt 

for ntuidingbo$dC)'ii.i-i" a"foflnJe nmiceitO officiatstatement 

4
 



MUftIICFAL SECIRIIES QTSES 

Tho $ccurities andExchangcCbmmig$ionhasflled injurrctiv*actiuns'md,in+iluttd 
adminisrntiycDfirceedingsin a briad ratrgeof cascsilwelvhg rnunicipal.sccudticc. 
Enforwmentciseshave-bombroughtto rrrudy e vrricfy of fguds in tl-te prrctnse.rnd.sale 
of municipslsocurities,aswell asregulatoryviohtis$sby brokenand dcclcrs ryschlizilfi
in municipal spcurilies.Brokersanddcalenrtgulatd by thc Commirsion-rrt_ruqnirulby. 
the Bank'secncv Actr to filo currency tntrlsrctisr ftport$ (*CTRs') with the DryrtmGnt ot 
tlrc Trcasurv: CE Commission hasextxcis€d iu authority to cnforcommplirnm by Hohcrs 
end dcalers-irlttr this reportinerwuireurent. Scctiont5B(cXl) of the Etcbffitp Act-rlso 
requircsbrokers,drilers andmunicipalscardties doalers to complywttt thenilesof the 
UrinicipatSocurltiesRutffn4.nfoignoird 1.1*$48'), qodcn,oreGtitcotamion h{fi bcEfittf,SFtl 
on nuniemusoccesionsba$edon rllegedviolationsof euoh mles" 

The followingsummary of cascs involvingmunicipalsccuritieswasp'rreparedby -ttc 
staffof rhe Divisioqr-ofEnforcementin re+snse to therequcstof Chairmgtr DingeII ard 
ClrdrmanMarkey.2 l 

I 3t u.s.c. $ 531I, et q!q,(1988). 
t Comminse 

C6lrrmerceandHon.klward I. Merkey,Chairmrn,$ubcomrnitteeonTotrEcoulfiiunict$ons 
andFinanceto Mary L. Schapiro,ActingCtrairmsn,$EC; Clgistgher A._Taylor,-Exee$ive 
Drucror, MSRB;addfoscphn" ftemmtn, hesidcntandCE0, NA.SD(tttay24' 1993). 

Egelrt6r fmm IIon. Iohn D. Diflgell, Chai,gmen, onBnrgy argl 

-
Thc C.ommittee'slenerrcqtrcstcd"statistic,sfor theFst 10yeensoncnforcsmentcescsend 
disciolinaryections involvine municipal securides,ihcludingnumberof cases, viotrtions 
charicd.airCsanctionsimpoicd." Tfr Cornmission &es not rirainuin sgtisticson municipal 
secutdesceseses. such, aird, a$ our case descripionsillustrate,theComrnitsiofi'r 
investigationsoftCn result in'rclatedinjunctiverird administrativeactio*sinvolving mult$te 
defendintsrnd ctrerges,aswell es reriedfus tsilCIrtdto specific violetiveeorduct.The 
namtive $ummf,rieiwctEthu$FEparEdin r$*ponm,tottie Comrtilte*'srnqu+'tt. 
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MIJIIIICTPAI,SECIJSIT.fiESCA$ffi I 

FHATJDVIOLII\TIONS 

A. 	 DISCT.0SURE 

1. 	 SEC v.iEdward L. Schqrrr.'et;q1., Lttigatiomftstcilso No. t$3r[0(AuB. 
20, 1992) 

The Commisshn allegedthat Edw*rd $fur, a forucr ardyst in the high 
yret{ tlcpanmentof Meffill Lynch,_ Phrce, Fenner & Sqlth, Im.,. uscrl 
nomtnoeaccountsto purchasamirnicipnlhonds ruponed by certein 
gparanteodinvestmenicontractswhili he waspariicipeting in the Preperetion
6f a favorable Merritl Lynch rescesh recommendstion conccrningthose 
bonds. Schercr allegedly failEd to disclose his personalfmrncietr interest in 
tlre bonds at the time hc-was particigating in formulating thc frm's 
rccommendationor during ttrri tirneitre rwon wasdisseminilsdby Menill-of 
Lynch. The complaint alJeeedviolations Section l0(b) ard l7(a) of tk 
Elchenge Act and Rules ldb-s and l7s'3. This maner is ctill in litigation as 
to Sclerer 

2.	 Hxct-ruryeAct 
ReleaseNo. ?4217 

The commission alleged that'rcgistertd rreprercntativesasmciatodwith 
Hercth, Orr & Iones,-Inc., me& materisl migsffemcrils md onrissionsto 
custom'ersin connection with the fum's underwriting d $53,170,0(X)worth of 
Folk County (Florida) Industrial Development Authority First Morftege 
Heelth Cari Facilities Revenue Bonds, Series 1982. TIle Commimign al$gcd 
thlt Hereth Orr and its regintered $Dr-usf,f,tativesviolatcd $ection I?(a) of the 
$earrities Act urd Sectiori l0(b) of ihe Exctrange Act ntrd Rule-l0b-S, urd' 
that Jack Hereth, David May and AIan Holrnan failed rceronablyto cupewise 
the regi*ered rcpresentativei. Hen*,h Str, Heleth, lday and Hoknan 
conscn-tedto the'eatry of an srder by whieh the firm's mginlrtion was­
revoked and the,ilrdividuals were ru$ptododfrom asmcinrion i* a propdetary 
or supervlsory capacity for twelve mbffihs, 

3 . 	  , ExchangeAct Bplease No. 

The Commission aileeedviolationsby Doneld T. Sheldon endqlnr p€fsons 
associatedwith Donald Sheldon & C6., Irrc., a municipal gocuritiesdealer 
and/or Donatd $treldonGovernmentlsbhurities, socilrities dealer-a Suveilrmen4 
Arnonsotherthines. the Commission allcgea fUt*tle rtsporrdentsmade 
materiil misstatem*erits end omined ts disciose marerialficts in connection 

' Defendent$or resoondentswho consffird to scmhment of $e actb$s describcdherein 
did so withurt adrniningor denying the facnnl alhgations contafured in the compleint or 
ordsr instinrtingproceedings. 



in municipd tocuritieu_"$Uqd Wettring3onwith transactious by_the rybrypowerSuoplySysrcm('WPP$S'), the Lordsirna Wst$ide l{ibiliuttion cctilGr 
a"O*c cili irf turccburg,,ItcnqFky_*{q.r in transactionr in U.S. . _ 
6rJ**i-iit-Uac*ua sccufiiies. Ios{?hA. Iennings" DougfesI. Ebbis, PruI 

consentodtoA. Sueets,andJoseph H. Stafford,all-regisered-reproscntati_vesr
lusocnsiori'sfrom asiociadon f,orperiodstangtg from forty-five to-seventy­
Rv6 Oavs. lilarv A. Schad conssntcdto I bar fiom associatiolt with fliy­

ldvisar, or rn-unicipal dealcr. lylarvtn.brpker.'deater,investment securities 
Fc6min consentcdtrge susp€$sion for nifiety deys and a bar front associs$on 
in iun"rvisorvcemctty-.--iona*nno$nith was Uarrcd fitm rssocittionby 

" Shcldonandprucq Rsid wcsdofauh. Folloi'ing-litigirtedprocacdings, 
bannd,andGrcgo-ryPanisonqns sltsp€ndedfor forty'five days-

Itrc-, Invs$mcnt4. Mgqaef.IgHFt.In theManergf =InveEgnEEEtfslio 
Advisers-ActRslcaseNo. 1236 (Iune26' 1990) 
i+ tte;U+gElif kp..c M. q{effisn, Exchange/tm Rnleosp No"23673 
(Oct.2, 1986) 

Tlre Commission ailee€d rhat Investors Fortfolio ldanagcrftEnt,InE., a wtoUl­
owncd subsidiaryof Doneld Sheldon GrouP andthe a{visc519 ffio munlcipal 
bond funds. made misrepreserrtrtions with resp€ct to tIrc yiekl on the rungs­
strarerend with re$pefl'to the tfl* cxemg *atgs of dividends' Tlq rcryorutemt 
also aided urd abetiedviolationsby the funds involving, a4ong otlrer thitrgs' 
the sale and redernutionof stlsres at pricesthat did not reflect curfent fftt 
iir"t-ratuE. itJo-nd"r allegedviolationsof Section, l?_(a)of .ttre$-ry;ryles 
Act. Section 106) of the Eichengp Act and Rule l0b'5' Soc4ions 206{t)', 

' 
20612) and ZOftai of the InvestmentAdvirers Act end tule ?ffi4)-^l-' gld -
Secrionsl2O) anif 3l of the Investment CompenyAft tltd Ruh$ IZb.I Itd 
3la-l(b), Fo-ltowinglitigatedprccoedings,the rcspondent's l€gistretion af,-e$ 
investmentadviserwas rcvolod. In relctcd procectltngs,l-arlcG|tK]rman, tnc 
urcsidentand director of Investors Fortfolio and the prcsi#nt, trcesurerand 
borfotio illrnager for the funds waschargcdwith the above violations arH­

of $&tions t3(s[?), l3(aX3), l$(f) anq22(c) of the Investment 
"iolations ,". t!t" entry oj ur orderbyCiliffi n", iii,fift'-f; nrd,riri#cod#q,gd.

"iiwhich hi wes suspcndedfor tlrrce morths, prohibitcd from serving as-ell 
officef, director o1r t*stee of an invegment-comPany, er invesrlcfit adviserfsr 
*" tb#; anA reg$ired to comply with ceruin ottror lirnitntions for a p+riod 
of frve years. 

5 .  

TlreCornmissionsttcfipdtlnt Csf,set $emritipsgqrpoffiion, a municffi hosd 
brofterdealer,aided ind eUcttedby two of irs offrccrs,-viol*ed3he net. . 
cepital. *itoineiomtectioo and rfroning provisionsof thc EtchangqAct'- In 
addition, the Coailal of;Ftcers, MarrtSeigp'landJotm Graffeo' wens clruged 
with antifraud violations erisut8 from theoonyersiolof CustomerTnllt 
withdrawnat the rate of $25S,800 perwcek ftofq 9oa+81's.account-iil;rdfiiili;d6#-viorations l1lt.oI$sgtlql$lqF)' Iqtqljl)riifrI*highi; 

l7a-4, l7a-5,andI?e-Il ­irteinf" ena nuiis ioris. :rsci-f.tsdi:ilI t7e-3, l7a;5,sndl?a-II7(eXl), rnd Rules l0b-5, l5c3-1, l?a*4, 



of hjq{ffp.ns-,Ifi trG;**tpd
Gnfico,ivrsbdrsdfromrffiei#ion wilhrny 

Thcdsfotr&fit$con+tntdto_the_g4-ry 
| F . - v - . .  w . ! F [ F ! f f i v *  

r * : rsvs  ry t  * r rm. .F . r :  Ig r f f i l  qq  i * rscmrftf,esdeaht invegrrrunt*dv-lner*or invcsttrlstlt 
fruln'*srochthu with $illshrdtitlcs in a 

ptoptt {6.y, nrpervisory,or finnncid principl crpcity, rnd wrs sutpffiff 
for oneyearfrom rny essociation 

No; l05l 
ExshfinbcAfit S,nes$cNo. 21196 

FxchangcAc-tFelmscNo. 

f*cll+nBeActRnlcrspNo. 

The Commissionallegcdthsr lvfi/ $ecuritier, Inc., a qunic{nt sofltritics 
desler,JanresR. Stcphens,its president,andJ.e*ph Gexsci,its reles 
menegGr,ergsged inhigh prcsiurc salestechninuris,training *nd-qrcouragglg 
inexu$fienccdand unreeisteredsalespersomel to tcII eu$fitrcffi frlse and 

priie, safcty muaiciprlmisliadirgmislpf, storiesstoriesconcErningconcerningthethe price, uaftty endendevrihbitityevaihbility ofof muaic 
bottds. I Commissiontunher allegedthnt ItrV Soaritics mld highlyboqds. Tte CommiesionfurtheralXcsodthat!{.V Soturiticstold highty 
ryeculativeborrdsissuedby theWastliagtonPublk Fo*cr $rryly Sy*crn 
(WFPSS) includingrutirean, td trfe intrcgn(WppSSl toto inve*oru,inve*oru, inciuding mtirear, scc*ingscc*ing s*utes*ute tgfl g1feintrcgmcnm. 
fire compleintallegedviolationi of $sctlon t7(aXt) of thc $eaufties .ActEsd 
$octioms10ft), l5[cXl), t5B(eXl] ard l?(a] of the Exclrangerqrl ard Rttlcs 
l0b-5 eld l7a-3. The defendantsconscrttodto th er*ry of injunctions. Itr i 
thc rclatedrdministrative procecdirrys,Stcphcnsrnd Crcracicmmntcd to bcrs 
frsm essociationwith ury broker, dceler, municipalsccuritio#dealeror 
invo$nffit cunpany. 

In the administrativeproccedingsagrinst $umuel$i6ler, the Cqtt.ml$shn 
alhg€d that Sigler madematerially mislcrding stjstcmeamerd omitted to 
dirclose materiel facts to at least?0 customcrsof lilnf Sccuritieswith rcryect 
to tlre rrtings, frnsncietcorrdition,sefetyan#or ri* sf ,inncrtment,^ard -
gwemmen[guaranteesof payrnentof certainrnunieipal$EcErities,for which 
iW Secu;ti6s rccommendid-purchasewhile $igler rL:omrnelded sale. Srgfer 
also recommendedthe purchaseand saleof srctr municipal eecuriticswithout 
regerdto the suitebititv of the transactiolrsfor his cu$orhers' It€Gds r$d 
obJcctives. fire ailegil misstatcmentrard ontission$inwlvod WFPS$ 
seiurities, emongotfrrs. Thc order_a$cgeqviohtico$ qf Sectfom-tZ(t gtgF_ 
$rxrities Act, S-ectionlO(b) of tho ExcttsrryeAct ittd Rrlls l(b-S, s$d t{qnB
nrhs G-t? (ddceptivepmciices)s$d G-I9 (arltrbitity of trsfistctions). -$-igbr
coffientodto the entry of the order ffir$pflding him fism a,ssociuim-r4th11y
btoker, daaleror muhicipal secudtiesiiffilcr-for rix monthe,and liniting hit 
ffitt{Ets with retailrcu$omErsfor,onoyW nftgrrpqeffie-latiort. 

7. Utigffiion Roltasfi No. 

Thc Csmmissionallegedttrat .trackDtugrsh f,rd ne€im Dlugast traded ­
municipal rccrrities for themsalvcsanddhrn withu* cwt$ytng with the 

4 



bfolg6rdpalerregistratitrn16guifidgflssf theExcfiaqgeAct- Thedcftndantt 
frihd to dischp to inrcstsrsttrcirmh esbrokerdcelcl6,thif ptufits, or 
i*otmation concerningthesriuhility of invectments.Thecomphintetlcg0d 
rloi"iidti'iof ScctioniZ(d of theS*uritics Act ard Sc{lir}n!$(Ul anAl5(r} of 
tlii errc:h*s"-Actendliuie tqrS. Thsdefefldentsconwrtedto thecntryof 
injunctions,pd an-qrd-Errcqunringthcpsy$c,ntof $36,294m cerain 
pirchasersof municipalrccudtfus' 

8. 

a geEig1ENEdThc Comrnissisn4l|Ggcdthat ttohen F*a$on, rtprcoant*iW 
associatedwith Channer-Newrmrt'StctttitieeCompany'ca$codmunictPal 
bondsand corrfinnationsof salusof nunicipal bondsto bEscttt to sust0ffiorE 
who had not orderedthe securities. Feersbn inducodcustomcrsto pttmhasc 
unordor€d municipal securitiesby apo$g that Chmnar-Newmanwould 
rrourchasethe seiuritics eithcr at a-profit or et no loss to thc eusorner, whilc 
failins to disclosethat suchngrofim{i4swerc prtfribited by fryl policy.-
Percrfonwas allegd to heveviolsf,€d, or aidd rnd ebettedviolations of' 
Smtion l?(a) of tEeSesrriticsAct s$d Socf,ionsl0(bli rlFlF), l5B(cXl)', 
and l7(a) df ttre ExchangeAc* 4nd Rule t0b-5, andMSRB nrJes_G-8(books _ 
end r#s); G-15 (csnFumation,cle&rtficeand settlernentl G-17 (csntdlrctsf 
municipal sicurities-business)end G-25(b) (impro'peruseof rssts). Fr*ric 
Channdr.Michael T,rWill anOChsnrrenNewma$were ellegndto hsveftil4 
reesoneblyto suDerviscPeterson. Ptlerso* conse$tedto the Gfiuy of an order 
bv which-he wai susoendedfrorn associerionwith rny broker, deekr, 
niuaieipal securiliesdceler, investrnentsdviser,or inie*mcnt compenyfor-davs. 
ni$Ety Chenner,Vilwill and Chrnner-Newmanconse*ed to the entry of 
orden by which thev weri cessurtdand Ctranner-Hewrnanwss ordercd to 
comply fuittr-unAertItiry$-to revisnl nad--rtyiseits procoduresregarding 
exteirsionsof settlementdatesendcancdlnion of olders. 

B. MARKI.IPS 

l . 
  
' Sfr$liffi-lgs


29, 1985) 

The Corrmissiona$Gg€d,that Andcrton & Stndwick, a bru-ker-dealer'o1d 
GeorgeA,rrdersona$d-J.DStlEIssGoldon, two of the firmts -o_ffrccmard 
direcfo.rs,sold-municipal 3rtnrtux*msccuiitito 11qo13llg:n"d. 91slmarlcerprice urd to fu firm's_contemporancut$oott' Atderson & 

chareedmarkupsof benssr 5 rnd 19pereenton certein 
transactions.s. The amdl?tnX3)ofTTreorderorderaHc*eCviohtisnsof Scctionst{aX?) and 
theSepuritiesiesAct,Act, SectionlSnGXt) ofof$pction,l l) thth ExchangeExchangeAct, M$RB ruIesAct' atdatd M$ 
S-lT and6_30.,Andersone Srfrtd$igfurand to Ge$s|trcs_fuiderronco$$OrNrfid 
Gordsnconseilcdto a twenty-&ylimimisn on engngingin municipal 
secrrritiesftansactionsor rcciivinl commsationfor suchtranmctions.In 
addition,fuiderson& Strudn'ic*'tnssddcrtd to complywithits undsf{tking$ 



cu*tglngrsforrexmEiwmr*ups@ tg pria* it* fl"flfiryro reiraburso 
polietcfi p urs$to preven.$'atd rce$ienccof viohtlsts, 

2. 

TtF Coffirnissiqss$tgodthrt lffiuer, $tcrn& Co. ffid,three,ofits offtccrs 
ensrgtdin a scherrreof adjusodtreding*ith a bnnk,to pcrurite banko'fficitl 
to concoelmatcrialloseEin thebcnk*spordolio. Iluauer rurcfresod 
municipolsoqrritiesfiom thebankat pr$ccsmatcriallyhighd.thffi thc ntsrftct 
vrlue of th6securities,f,rd, ifl offrcltingtmnsrrions,dso *oH municipf,I
sccuritic$to tlte buh et pricesmabdrlly highcrthf,nrilillfiEtpriws, flrnaucr 
atsochargd GrrcB$sivernarlnrpson municipalsccurftiesin elswrrtran$sstisfiis 
with variq,ncustogrcrs.Thefirrnls bffikl andrtcordsfailgdto rtflect 
f,Etuomffit$by nt leasttwo custslagrrto,nqurchrunoolHirrmunlcipelrholrdsai 
pradetcrminctlpricesthirty &yt afterssllisgthc bsndsto llanaucr. The 
orderallegodvlslationsof $ec+isn1?(*)of theEr(chf,rgoAct *rd Rub l?a*3"r 
afidM-$RSnrleG*8. the rpqportdemu,conffintcdts ths €rttr,y of theoder by 
whichllanerrerwar cerrsuredaild$c thrccof,Frcr.rs for thirty$ffir8,fiil$perded
daysfmm associrtionwith any,bmker,dcnlerbr munfuipolroqrritiesdmler. 

3. 

TheCgrnmissionalleged,amongotherthings,ttrathofe,trionnlCapiul
Managorncntdld not senforthon customcrconfunratioosof muniiipal
securiEestmnsectionswith non-ERI$Aclicntsths tirneof exoc$tiorior s 
statcilrcotthatthetime wouldbefurnishedupoilrcqucst.Theordcralleg€d,
with respectto this violation,tlut hofessimnl Capitalldracgument,aidodand 
abemodby theothErresportd-ents,violet€d $+ctionl$(S) of thc ffixdtangeAu 
andM$RHrule G-I5 (confimatious). fire rcspondc$t$milsontcdto theontty 
of anorderby whichProfessionrlCapiulManageuncntwasffiqrwud rnd 
ordetpd,tocomplywith cennin'urde4{:klngs,andthoindividlnl rgspqnd€nts 
werururyendedfrom Essociafion :withany,broker,dGqh,F,,ftrve$$ncRt 
csrnptny,inwrtmentadvimror municrpalsocuritier{sflkr forten business 
days. 

C. FAI.SECI,OSINGS 

l Litigation RcleeseNo. 

HxclEngeA,ctHcltasoNo. 

TheComrnissionbroughtanactbn agrinstMashews& l\fright Group,Inc. 
("_MqW-)i("M&W'); ld$thewulvl$thewu Irc.(*M&w,Irrc.wu&&& lVright,lVright,lVright,Inc.(*M&$/, Inc.");Inc."); GeorysGeorysW.W. Bcnoit,Bcnoit, 
M&W'a andchairmen;Althur A,bbaGoldbery;-[fi&Sl'sexcctltive 

nt; RogerJ. Burus,M&WrectrieffmancialofFrcer;ard Bemsd 
M&$/'r outsidecsrascl. M&W andM&W,.Inc., which* r !  - "_ ! * - I ­F .  , !  qF . rv r+ l r  . r - *  I !  s  v$+{ r *v  4 r *+}  r r  * r *  r ! *E  , l r rRr .  t  

ln rnutricipalsocurf,tics $1.3millio{ts Fql uangc.tions'sngflBed.in$ver 
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itr itrwlid closingsin municipal bord uutlerwritings ecrtfl of rn effon to 
ewid theeffec*s-ofschodutedchnngesis tbc tur lews.- Tk mtnphint ellepd 
violetbnsof Section I7(a) of lho Sffilritics Act snd SGction$ l0(b), l3(e), 
t3&)e)(A), l3(bXAXB),l5B{e}tl), tnd l5(c)(I} of tbc Exchenge Afi ffid 
Rulesl0b'5, 12b20, l3E-1, l3b2-t, ISh?-z, l5cl-2, and l#$RB rulcsG{ 
Gooksurd records),G-9 (prescrrmtionof rtcords), Gl4 (rtportsof mlcs or 
purchases),and G-17 (conductof munieiprl tecurfties bttsincss). Esch of the 
lhfcndrntsconscntedto thc €ntry of injwffiions. In conncction with tle 
injurcdveaction, Althoff wasbsrredfmm rpearing or pmcticingassn 
adoraevbeforethc Commission fsr tws ycax$.In stparate administratiw 
pruccodfrgs,M&W Inc.'B rryismdron ar-e brokerdciler uns rerrokod,rnd 
heilf,ft,Glilhcrg, andBurss-wuebqtrrcdf'rum,sssochtipqwilh uy bm[fir' 
drdler, invcs*tnef,iadviseror muaicifnl$flritfu$ &lcr. 

2. 

Tte Commission allegedthatDsrNsldwr,l-ufkh & Ie..nrcttg$ urities 
Coryoretion,a broker-dcaler,prwtridodoffcringsto lvlenhewr & Wright 
Group,Inc. that werepartof ihe inrproper closings oonductod by tvfuthcs,s& 
Wright. TIp order allegcd violatiomsof $ectiont7(a) of the SecuritiesAct 
erd Section l0(b) of theExchrngnAct and Rule lfr-5. DoneldsonLilfrir 
consefttedtn theentryof a cggsaa d dfifii$torder by whichit w*s also 
censurcd. 

. :  
D. II\TTHRFOSITIONING 

l .  LitieBtion 

In the Maner of Roben Schwez-Inc..and EsbenG-lehsan, 
ExchangeAct RsleeseNo. 2S400 (Aug.3I, 1990) 

The Commissionallegedthat Rohert Schrrrarz,Inc., an, investrnent adviser,' 
and Rsbert Schwarz, the adviscrls and soh shareholder,usod a 
corporatechecldng acq$nt ts qp,nicipa!boild$from rytf,ilbrek$r" 
doalcffiwhichwerethenrcsol ro tnc advi erlf clielffi. ThesqhcmeperqgWed 
the adviser and Sch$arz to ofrnain rpproxirn*ely$84,500in undiscload 
commissions.TheCommisaionfunlier slhged-thattbcedvircrwas not 
registcrldwith theCommissionsn r b$okcrfrcsler, ard feilodto prwide 
writtcnnotice of municipal bo'nd trnnsacris* effoctrdasa brofter{ealer. The 
complaintaltegedviolrtionsof $ections 2(S(l), G) end(3), 207 rnd 204of 
thc Investment AdviscrsAct. rnd Rrh6 2O4-l f,trd 204-?,rild MSRB nrle & 
f5. Theadviser and Sehwaiz s$r€ntcd to the catry of injunctionsendan 
orderrequirhs the diseorscmffit of $84.500. In tlle relatededntinigretivc
proaeeoingr,t[E advisei fas urrycndedior 30 daysfrorncurducting buginess 
(exceflto senricc pre-existingclient accrxlffE fsr no fee),and ordercd to 

.reviei, is practiceiandprocEdwesto ensurefrrnrc courplience.Schwara 
alsotras suryenddfor 30 &ys fnsm ac$ociation with any brokcr,d€fllcr, 
municipalsecurities dealer, in-vefifimcflt or inve$mentcompf,ny!Edyiser,
excefl to service client acsqrnt$fur prc+xising clientsof the adviser for no 
foe,and was orderpdto causs ttg adviser to rcview its policiesard 
proccdures 
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z.	 titigstionnemaselib. l?t?8 (Iul.15, 

Enctrange No' ?E$16Ann Rslsnso 

ThcCommissionrltegedthatRidcnstrr,wtilc e rcginercd 
associatedwith a bmkcrdealer, engegodin a frauduhtttsclpmcto inrcrporc a 
sccrEtaccsuntunderhis controlbetwoenhi$ customcrs',*nd thatruc mnr*ot. 
Ridenurr'sschemeEenemtedprofitsof ovcr $4{10,(n0 on his cli6nts' 
tralrsactionsin U.S.-Govcrnmimt ad municiprt sccurities.Thc cunf,eint 
aucscdviolathnsof Section l?(e) of the Sectrities Act ud $octionrt0(b) srd 
l5(iXl) of the ExehaneeAcrend tulc l0b-5.. Ridenourn'r$cnioirtcd 
foilod'iirga triel, ard ord€red m disgorge$470,287.23,pluc pejudgmcnt 
interest. 

IfiISAI#ROFRT{TXONOF CUSTOMEIT FU}IT}$ OR SE.IJTITIES 

t . 	  Littgation
'#ffiJu" 

No.314?e*ctns+ns" 

The Commission atlee€d in the civil actionegainstFSGFiraficfoIlServices 
and its principal,Joai'Kanror,rhar the defeniiantssoldmn-Hdstentmunicipal 
bondsti invelstois.Thecomplaintaflegedviolations of Segionl?(e] of the 
SeqrridesAct and $ectiort l$(b) of firoErcctrangnAetsfid'Rnle{Qbs. FStr. 
and Krntor conscntedto the eniry of injunctioniend ordems tryiring themto 
disgorge$20 mittion and$490,000,reqpoctivcty,plus preiudgnent intcrest. 
In the rcIated administrative Kantor conscntad pFsccedings, to a bar fium 
assoeiationwith any broker, dealer,municipalsecuritiegdcaler,investment 
adviseror invsst$tentcoilrpf,It!* 

f 
2. 	 SECv- Michaet J. Liskicwice andSu rio i isn, 

Utigation Rclease No. 13020 ($eptember30, l99I) 

The.Commissionallegedthu Michact Liskiewiczand$rrye{orCryital ­
Corporationmisappdpriatedfundsreceivedfrom investors for the purchascof 
a viriav of securilies.includinsmunicipelbonds. Themmphint alleged 
violatiois of Scction iZ(a) of tnle Secur'iiies Act and Scctbn 10(b)of the_ 
ExctrrngeAct urd Rtrlo-l0b"{, Ths&fendants nscmedm thdent-qyof 
injunctions 

No. 22428 
(Aug.4, l9E7) 

3.	 In the Matter of David F. C+my,HxchangeAct Re"loase 

llre Comniission alleeedthatDavid Carey wasconvitH for, among ghcr 
things.the misanorsg-riation of certaia beilErbondsin thecustodyof his 
ampToyer,srtricfr'he'thenussd as cellercral in connection with thc.purchesc­
anfisale6f securiths. During rhe relevast pcriodiCarcy-wasragistcredwith 
tlrc Office of the Comptrnller of the Cuntncy asa munic-ipalsccuntrcs 
rtpresentative,andwasemployud by a baflk thatwm regisrcredasa 
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mudcipnllpcuritiesdcelEr. frr+y wf,$cqft$lf,todf-prvgtdtrrs sf I8 U,S.C. 
6#6(uiisapslicationof rccurities Gafirustcd to e hnkl rrd $oeion l0(b) of the 
ExchngeAct erd fuIe l0b-5. Bsscd on thp conviction, Celeywa$ bentd, 
by eonscrtt,fmm associatio*t with any$ruhr, dealeror municiprlsccrrritios 
dcsler. 

4.. XjtigrtionRelsnsc 

ErwhiltrgsAct Rplqf,$e No 24131 

TheCommissionelhgedthar lohn lftnning rrd lohn Carpcotor, regiscrtd
rtprtseantivesassociatedwith a brufter.@Ier, e'nEngedin e ponzischcnc. 
Airong other things, the defendants frlsdy Etdcd iInI inrmoi fundswsrp
bcingussd to purchasemunicipl bofi& or participetoryinteresrsin a poolof 
municipal bonds in.en accountcourtrolhdby ttrc defend*nts, whenin frct 
invcctorfurds werebeingmirapmprirmd. Thc complaid rltescd violetions 
of $ection t7(a) of the $ccuritic*Art al|{ Spction lfrUl of theEil€hn$geAqt.
Thedcfendantsaonsentcdto the cunry of injunctiurr. Kenning also conscnted 
to ur orderrcquiringhim to dirgorge S50,000.Carpcoter,whowasordered 
to pey$8 million esrutitution in"rcletpdcrirnhel proceodings(EE U.S. V. 
Iohn G. Kennine end JshnM. CasentEr,Litigation Rclesse No. 11660 (Feb. 
9, 1988),wasrcquirudto flrlc an eccounting in the Commissitrt's civil ection. 
In therelat.edadministmtiveprucecditgs,CnrpentcrcurseRtpdte a harf,rom 
associationwith any bruker, dralar, munictpsl $ecurities@ler, investmeRt 
adviseror investment compf,ny.,' 

5 .  LitigntionHnlels+No. 10541 (S$€pt" 

TheCommissionallegedthat ttruse irdividusls engrged in a rchcmeinvolving
tbeoffer and sale of City of lVert Meeupftris,A*i$sas, Indu$dat 
DevclopmcntRevenueEonds,M*phisCtrapmurlhoject, Ssies A a$d B. The 
eomplaintallegedthatthe defendehts preseflt€d false invoiaes toulling $1.7 
million to the bond trustee, Erporting to trFrEEEntequiprnentpurchascdfor 
theproject. Approximately$t.? milfffinr of tlre bond ftuds rccclvodfmm thc 
lnrsieewcrein-facturedfor thppelsosfiIfissncial Ucncfit of,lthe defen--f,nts;
Thecompleintaltegedviolations'-ofSoctloEl?(a) of thc Sssrrities Act and 
Secti'onlCI{b} of the Exchange,AgranOHutcl0h-5, Two of thcdcfppfints
con$enmdrtothe enrry of injunqtiffi$; th6rhifd defendant *ss cnjofu€d by 
default. 

6. 
RpteabeNo, ) 

,ActReleaseNa, 16.r 

The Cornmission rllc.ged,amodg sthof things, thatExecutiveInvestment 
Corp. erd lohn Kimriet iatsety-mresmpdii invegorstbntfundswosldbe 
inve'trcdin sccurities, includinenirnideat bond$end money martet furd 
slures, when in fact such inve*nrcsts Eitherdid nc exist or w€re not madc. 
Deferdantsalso,arnongothstr s, iq$rn€dfal* acqoqnr$atcmcntsErd 



mfumations to investorsard eonvcrd inrregorfuds. Ttu osnulrint 
slhggdvioletiursof $octions5(a),5{c},urd l?{e} of theSceuddciAcr,
$etion lO(b)of ttmExchan6u,Af,filsd'R$h 1flF5, rrd $aqigrsIOj, l0ff,li,
206(2)and207of theAdviretuAct rud Rrrh20q4)-2. T[o trcndrnts 
aonsantcdto thsentryof injuncfions.In therehficdadministntiw 
prwccdings,ExecutiveInvemme+tCorp.rnd Kimmetaorusrtodts theGntry 
anorderby whichthc frrm'r rcgistntions,sefl invcmnentrdviscrwes 
rwoftod,ahdlftffirel wasbdrdl fiorn aruociationwith rny hkcr,ldp*lcr or 
iflvcstmcntadviscr. 

7. HxchmgEAq &ohora,Np. t9$7'S 

The Commissio-netlggodthet StevenGr:eyson,n munft:ipalsc$rritics 
salcrmflfl,salcrmflfl,obtainedobtained$150,000$150,000wffthworth ofofof municipalmunicipalsmtri frtrmmLnicipalsmtriticssmtritics fum hishis 
oo the represcnBdonthat they wCIrldbe &livbmd to ea qrnow; in 
bocd$weruneverduliveredand,nevcrmnrrad to thc furn:. :"f,trd 
fuitherallegedthatGraysonlrduqndGusFmer*lohurl ov6rat lfisfitS105,S00
worthof municipalbcf,rFrbstdsomth rtprusootf,tioathlr ts wouHr&er*Ce 
thebondsandrrnrrn themto thc crr*omeri. Instcad,thc bordrwsreiild 
tbroughn nomirreerccountmg fi$itlpr thc proceedsEoranynnrurbond*rrcru 
1entn@to thecusromens.Folliowingcsnrristedproceediqgi,Gmysonwas 
baffcdfmm ascociationwith anybr*er or deatri. 

ActL ,,Sarchrnge 

TheCommissionallegedthat$telvey& Associetes,Itrc., a bmler{e*ler,
GuilfordSamStnlvey,Jr., iu proddem,andCtradesRarddl BcS,its vic€­
pruident, convertedcustomsrfundsandsecurities,rnisr@ttscritedtftat 
secrrritieswereboughtdndsoldfor cu$omers,mimpreadmcdthatfundsand 
sec'uritiesscrttby cu$tome$hedbeanussdto purchasesecuritipsplrnlant to 
fltstomerhstmctionsandmisrwrCIoentod werethu hrndsscntqrwrsfs
proceedsfnrm thereceiptof interestFsyme$tson bondsthrt $talvey&-Asrsne
Associetesclaim€d to hivc purc,lraspd. othsrthhs$. Stah'ei& 
Associates,Eidedurd abettedby Snlvev,sent-falserd rfrsicf,ditrEwrinen 
confirrnationsof municipatscffi-ritfrstrinsactioils. Thetromnriss6naleggd
violationsof Sectiont7(a)of theS€firrilies Act and$ffrions t0(b), lf{el6}
atrdl{q) of theExchangeA$ ard tdSRBruleG-15tconfinn*ions}. didiers 
eatered-hydefaukagainitthereryondants.ruvoked rndthe-firm'erqi*ntion
bfitr€d StalvoyandBell from arsociatiollwith anybru&er,donlcr,municipal' rccuritiesdoaler,Inv€sunentadviseror inrrstmorirco-Fryni. 

il. ETR VIOI.AAONS 

l .  BilshnrgqAf,l Hdcffe no,.t?df,S 

Cantleywesconvictedof aidlnsandabettinetheffief,arionof e mutti-stre 
illogrl gnmblingbusiness.Carfuy usedhis-positirinasa rceisertd 
rtPr€sEntafivcassociatedwith e brsk€trdeatei to opentwo nominse.aceounts 
thatwcrcus&dro purchasemuntcipnl,bondswin &rrgrcy'nHBinedftmueh 

r0 



tbc trmbtine business.Basodon theconvicdon,Ctffiley *rr borrod,by 
corftn, frgftr rssociationwith rny brdrcr, desl8r,municipolsEc|tritiesdEalff' 
invegrncutconpsnyor inr@m$[ advieer. 

2.	 B[ttnt, EcclrergoAct RcleercNo' 
Iegzz (lune26, 1989) 

Ttc CofimissionaltegEdther.frndr|c*Tanntini, whih-a regfutercd 
rEDresentltiverssocittedwith a brokef-@ler, reaeivcdcrshpoymcuufront 
crr'Somcr$for theprchse of muniCipnlbmds,cxcctttcdthcprrrtiasq . - * 
tlnurch iructirrcaccountsandeccffns of decaucdeu$filmctt,gffiraEporure 
confrimefimslipsof thc trrnsr*lionsandcursedthepumhrucsto bG 
imorwerly refle?tcdon thebmlsefdcaler'sbo*s rnd rccods. Th ofiFr 
dfgfittit Tagntini aidedandaboncdviolrtiots of SoctimI?(e) of-tlo 
ExdraneeAct urd Rulel7a-3. T[rantisi wasoonvic*cdsf vlderiry 3I - , 
U.S.C.3313ffid 53?2(a)(CurrtncyTrmsesftmRcpdqi4ggovirims o'ftlrc 
BankSecrccvAct). Terantiniconsentcdto thgentfyof theComndlsion's 
oider bv wtrichhi wascensurtdandsrrcpcf,dedfiom rssociationwith any 
brcker,'dealer,municipalsecuriticsdealCr,investrnentadviseror investrncut 
eompffiyfor nirety days. 

3. 	  ExchangeA*t Felpq'roNo. 26038 

TheCommisrionallegedthatErialrl,al€au, whilee rcgistertdEpreJffitetive 
associnrudwith a bruEerdoalcr,eF€f,sd,,,flrststttfficsfiffits underfalssnrffics 
urd rocialsccuritynumbers,rrid usi$sd custome$in strucnrringtreffrctiotrf, 
to evrdccunencytransacrionr€oortitrg rwuiremeilts. Municipalsccurities 
werepurchas€dwith fundsplse,6Cin tbeaccounts.Theords allegcdthat 
I$Eai, 	aidedandabenedviiolationsof $wtkrn l5B(cXl) of ttrc-Elr'ehangcAEt
 
arrdMSRBrulesG-E(boolsard roeords)*{td G'19(a)(ruiubi$ty-{ 
 . --­
innestmests).I*arcaualsswesconvieedof violatiag4? U-S.C-408t9)G) 
(fslscsochi sccuritynumbers)rnd 3l U.$.C, 532?(){2} (orrrucy tranmction 
itponing). I-s.fef,r-wesbsffedfrom rssociatio'nwith rny brckcr, {ealer'
muniCipalsocuritiesdealer,investmentSomprnyor mvic$meiladvrsEr. 

r of'B.F'The Commissionellee6d.amofigc*Sorthfutgg,thrt six.custoutor$ot E.ts'-Inc..affiortg{EFt th'it!$H' sixcgsonror-,-t$nt,
Iluuon 	& Conrpanv. strudlrcd @ssil$ fsr thffisclves hin thGirtluffithfiir IIuffid 
accounts,wtricfrcxiriuirnd inesswt 	 rnsEcounts.whic*rconuined inesrmct oror inciilIrFleteimiurplctc cacsotrrcrcacSolrlcrinformtitniruolffitl(l[r in 
violrtion-of I{SRB nrles. Brirn I. l.nmeu wasttp accqrff excCutiw for two 
of *rescHrgtome,rt.Theorderalt€Ecd viohtisnsby Humn of $ectbns 
l5B{c}{l} andl7(e) of thenxchureEA$ 5ndRules'l?e-3'rrdI7r-8' rud-rfitcs 
tusif A-S tioots andrcsE[s] andG-t9(a] (ruiubility of 
rssomrffiildationsind transacdo'ni).I$rffiorturesoefisfiEdandorffi to 
eomulYwith its undertakineswith rtsDectto procduw for clearingcash 
oavrirdrtsbv crrstomersin fttess of $i,{X10,revbw af fts complianee*ftil 
inimey trinsacrion rcnortissrporrirerirGot$,enda@tion of sunrc.ilhnce
 
uroceddresto monitorriutrisE dtposi{sof bink clteclh. Plia*rswes
 
iuryendodfrom associationwi6 riry brdrcr, dealer,municipaltccurititc'
 

'  
,r 



dsdetr,invcgmentcomprnyor invecuncntedvi$erfor r poriod.ofttrirty days
ard,suryenffi ftom mtingin n marugcrial,ruperviro'ry,u plopi*ery
capocitywith ruchentitiesfor nimy dryr. 

Litigations Rpleil$ No. 9919 

Er(chflr$F,lct ffisiifie 

Tte CommissionalbgsdthatFirstMiami SecuritiesInc, a munieipal
scmritieadealer,rcceiyedcurruncyfro'mrt leasttwenty-onerugtomsrein 
connectionwith purchasesof municipclescrrritieswithqrt corrrplyingwith the 
rtponing andrccodkeepingplwiriom of theBankSerEcyAc* In fmrr 
insanccs,Firft Miami rccordedrirglc pf,ymffimin execssof $10,0(Drs 
multipleFlmc$ts,.cachof whiehwashssthan$10,0fi1. Flrst Miani sl6o 
opencdeuftorrrareccountswith false,irnccurrtenndineompluceccstnt 
inforrnation,Thecomptaintrltegs$violctionsof SsctionsI7(r) of the 
$ecuritieeAct, Scctionst5(eXl) rrd l7(a) of theErchangeAct rnd MSBB 
nrlesG-8 (bool$ard rccordc),G:36(srstomerscsounttra$sfurs),ild G-30 
Fricesandcommissione).FirstMirmi consentedto rbeentryof ul 
injunction. In relatededminiaurtiveproccodings,theCsmmissionfultber 
ailegcdthatlamcsKlotz tidod etd abffid Fir$ Miami's violetioas,rnd thrt 
Pe$lFainsilverfailedrcasqmb"tyte smfvitc. Theraspondcnt$con$enrcdto 
theerrtryof theorderby whiehF'irstlr4iwi urd Foins{lvcrwom'qf+$Trpd*td­

frorn*ssocistionwith enybrcker,deeler,or municipalKlotz.was-suqnenfeasocuritie${qaler for twentybu1$ daVs, 

Tte Conmisrionailcgsdviol*tionsof Scctionsl$B(cXl) andl7(r) of the
 
ExchmgeAct andRulc l7a-8,ild MSRBrulesG-E(book$ard rcco'rft)end
 

: G-?6{rccountinfoEmqtioil).n oonentedio thc e$tryof f,fl ordir
 
by whichR.w. Feterswai censu'rcdard orderedto cornptywifh its
 
undsfiildngsto maintrinccrtfilnrurpcwimryprocedures.Ftfifirsandftickel, ,, 

, eonle$ttdfo suryensionsfrsm $E$o$htiffiwiih rny btukrrlftf,hr, futvc,Srllddt
compafly,investrnentadviser,or municipalsectriliesde*lerfor thirty drys,
thesarctioneuponthembeingsusperrdrion conditionthat.RW. Feterr 
cornplywith lti undertekingsf 

III. IT{SIDERTRADITiTG 

t .  , IJtigationll€le$e No. 13?80(Iuno24i 
1992) 

TbeCo-mrnission t[eallegedthatN. Dorrf,tdMorse,theseffi*ary/trc0surcr-of
KantuckyInfrrstrucnileAutlreity, eneresdin iirsidertradi$tiin ttflrritics 
issttcdby t ilhiscrnDloyer.crnployer.Mo,npMoqrycrasunsrcsoonsiblerc$ongible telcc*inecenrin boodsforforfor *Icc*ingly$_?yredcrnptionby theafuerrcy;srhilein posicssionof materiel,non-prblic
informationregardingthequry*ityof bonds rgEncythatthat thethe rgo lcy nocdcdnocdcdtoto 
repurchase, 9+ whictihe ilen tcndered,setlirrgat 94 whictthe'tk 



threuebs tocll bankto congcslhis idmtity, s 99 ?18,thehlglps ernoffit 
Fid to rny t#ring bondhelder.WbGnhisbotdswcrt purdhmodby thc 
ig€ocy, Ir,iorsefeitcil to diselosceitherhir owncr$ip or thofacrtlretbords 
wcn irnitrHe at r lourcrpdcc. Th compilrinrtrllcgsdviohions of $ccfion_ 
l0(b) of thgExcfra$EcAci urd tuh 10b5. Mompoontcntsdto thc cilry of 
aninlunctionanden-ordprrequiringhimto disprgc $6,462,plusprs­
jrdgrfteu intcmst. 

ry. FTHAI-ICIAL]DISfrI,O$IIRE.T-IETSf,FTTAL+ND trNTEBYTOIATIONS 

l "  Uf,iS*ti'ofiBd€tsc 
No" I?624 ($ES.?O, 
In theMattdrdf WNlIiamEttilHrdlEffNrel,HxclmageAfi ndcnscHo, 
28P49(!vter.11, l99I) 

ExctrarupAmn+hasoHo. 
e90l 

Tlre Comroissionallegod, emslg other thirtgt, violatbns of thc nencapital, 
custornc,r$section end financial reportins rulcs in aflnection with the offcr 
and saleoTsecrrritiesin MBK Munic$ ltrticiperion Fool. In a#ition, the 
compleintaltegedthat trrilliarn Kfuzel-violatcdthe nntifreudprovisions in 
conrisctionwiih the purponed saleof munieipatbondsto,an invcsor. The 
cornplaintailqg€d viirtations of Scctisils5(e), 5(c), ald l?(al o'f thc Securitics 
Ae;Secrions 10(b), l5(bXS), t5(cX3) and l7(aXl) sf the ExcbrngeAct and 
Ruleslft-s, l5c3-t, l5c3-3, and l?a.ll. The dcfcndantsconse$tcdto the 
entry of injunctions. In the retatcdadmini*rarirrcFltccdi$gs, Kinzel was 
bentd from associntionwith eny bmker, dcaler, municiPal$srities dc*Icr,' 
investmentadviser or investrncntcogpany, and Zilys wat hrrrud ftum 
associeJioJtwit[ nrch entities in a su$hrviioty capaqltyand ru from 
any associepionfor six months 

2, 
No. 1184(Atig. 

Ttit tction wasrfiledagainsta fiun rffitirE regisrarionf,$ul investlnenr 
rdviser. The order allegedthat David Chibtto, the firm's ptesidcrtt, had, 
arnong thinps- eided end ebsttodvfrrlrtiongbv a brokerdcalcramongotherotherthings,aidedurd ebcttsdvi@tionsby e brokerdcalerofof tthe 
rscorrdkcceing,finarrcialrcportingsndmr capid nrles,sndthofecand 

fte tv{sRBviohtions,tl 
order dlesed that Chiodo aidedrd abecedthe brokerdortrer'svbletisn of 
disclosnrcnrlesof theMsFs. Sffth rtspectrG+octtoto theIUSRBviohtions,-thc 

'etrectfuE
and munhinaMSRB ruIeMSRS:ruleA-12A-12(fees(faesend disclosurolbv'effectine ttancsf,tiottrtrancsf,tiottrinin munhiprl 

iqlritiea,wlthurrhavlngpnid.ru B sn initiel fceamomnaniodbyrh8vr$g p8id to thc fi$iR.Ii 8fi mrtr&t roe apeolnP8sr€o Dy I 
ths corucntcdto 

EtrUrrtref wrthfirt amornpaniodbv e
rydmen,rt*tcnrc*rt,idontifyine 

$ -&aIEr, ff,n-rUgp_ottdcttu
thpentryd ur orderbrwFich Bcnchmelt'samlicatbnftir rtgistretionwas 
&nied inC ChioOowaf banedfrornassocistioil-withanyinveetrnentadviscr 
or investmentcompeny. 

3.  E;r#tangcAct Aeltasehno. 

r3 



In theseadminisrativeproccediryeplrstant ts Seeionls(c[a) of the 
reponingard irrlerralaccrunting 

contrel-violationsby E-.E.ltuuur$lorry,r, Inc.. arisirtgtltios frornthe
F*ctrurgcAct, thc Csrurtisioo -Irc., 

fio*- 1}* fufi'$fufi'$ 
undersritingof a rfrunicipatsoeurity(ai 'upperfloatsr') witlr e vsrif,blcrlte 
couponOesEneato rtducepricevohtility. Hufisnlsmenqgpmest

duerminedtorT{q_eil,ht^subicquently g1l{11fg.I1Eryj_tlo11ry,I _o,t;prpf with rGspecfto downgradodisss, to meetexpoEtsrimsdcvelopodby 
salcsstaffafu custorners.Thc fitm f*ihd; however,to csrult thatit3 
iccountlngstaffwasawalpof,tt#,_oq$rnitfoent,and,a5t teuilt, Hunsr ff,ihd 
adequetelito cveluffetherisk sf liebility arisingthrcfrom. ftE ottu 
eUcieAviotetionsof Sectionst}(*} andi3&)z$Xii} of thc ExcbrngeAGtand 
RuGsl3e-1, l3a-t3 rnd t2b-ZtlsndRsguhtbuS'X. Thcsrderrcqu^ired 
Huttolrto conrolywith Soctisnl3{*} rd fuhf tbcreundcr,rnd witlt iu 
undenakingst6,-amongotherthiEls, includca diseusshnof thcprooeedings 
in its Form ISK for fiscalyear19t7, ad file r Fonn&K mrching s copy 
of theorder. 

4. LitigationRc.leaseNo. 10728 t; 

The Commissionellesedthat Collins $ecuriticsCo'rporrtion,a broker&ler 
ensasedorimarily inlabs of goverffirfit andmuniiipal sccurities,continrpd 
to*trihse,;tbusintirsat a time wtrsn it flilod to maindn the ftquirEd minimuqt 
ne.tcapital. Tlre flum was unahleto mcet its n€t capitd rcryirtmcat bocaUm 
of the-failurc of a secondfirm to lronsr npurchascegreemcntsof goverament 
securitieswhich failure was in nrrn etud- by the failure of Eenill, Bmthr 
ard ShulmanAssetManageme$tC,spsrarbrf to horrorrtpurchascrgrccrsents 
with the secondfirm. fiie Commisslisn'samemdedmurp-laintsddcdhvid A. 
Collins, the ftrm's former Chiefexocutiw ofFrcc,r,as a deftndant, ild Sllcgad 
thet the'Collins Securitiesviolet+d ths cuttornerFf,floction'rule' Folhming 
the entry by consentof a prclimirruy injuncdonandan ordcr rppointing a 
rcceiver',CbUinsSecuritiei was tiquidatid in s+arare proccdiriEr fittd by the 
SscuritiesInvestor ProtectionCorpormion(SIPC). Collins consenfr€dto tbc 
entry of a pennenentinjunction. In rsl$ed rdministra,tiveproccedings, 
Collins was hrrgd frorn associrtbn with any broker, d€filer, invecfficnt 
adviser, inve,stmentcompanytor munfuipalsccwities&der. 

5 .  LidgntionBelcnseNo; 

TheCommissiona[egedthetCslifofiiis MuniciprtInrtctm, Inc., violimd tre 
netcapitalandqrstorterDffitc#danpnrvisionsdf tnc f€dcml securitic$h*s.-$ecrion
Tlrc cornplaintellegedviritationcof l5(cX3)of thc Rclungr Act 8d 
Rrdesl5-c3-1iltd l5c3-3. Followinr fln entryby cousentof a temponrry 
rcstiainingordcrandenassetfreeze]Cetiforniflf,{unicipol'lnvcsors*us 
liqlidatedin sep*reteproceedings,filcdby SIPC. 

6. 

TheCommissionaltcgedviolrtbnsof Sesionsl5(c), l?(a), l?(e), l?(f) ffid
 
l$E(cXI) of theExcfrngeAet n6dRuhs I5c3-3(custq{rrer
pro.teuiot),l:ln 4 

t4 



u. 

' 

uI. 

l7a-5 (fttasshl rcpolting), I7a-13(quercdysmrity mrnt) 
anCtZf-e ffirlgarprifiine)Ed I{SRB ruIosG-7 (inforuuion ffirccmlng 
(rccordtccepirU), 

asrociatedFrso'ns)andG-8(bookrrnd mmrds). Themapoadmscmscdcd 
to dreentryof an-r'der by which.therryUews wcrcce$nrrtdurd lltbcrt 
Oberstwasrcquircdto complywittt its udenakingsto ffiiffrin complianca
proceduresandto rfirin an indtpcmdempblic accouilantto ffie fqrr senF 
enrualcompliarrccftports, 

INIIE$TMENT COMPA}iTYVIOI-ATTONS 

l .  InrcctmcmtC0mpiay 

Tho'Banksf CaUfOmiawastheftrndrccounlrntfor thainvqs$en*potfolios 
of ThcHigtft{e* Grcup,a registorcdinvcmrnerrtcompt$y. For e hvc-wcclt 
pcriod,tkt Bf,$kincorrrctlypriceda municipalbondin orrcof Highltdrrlr's 
firnds,and,asa rusult,the-sharasin thntfundworesoHrnd rcdoemcdat a 
pricc otherthanat theftrnd'scontst Retilssatvduc pqr$ttilE. Thc 
CommissionallegedthattheBank'sintemd controlprrccdurcrrnd rysrcms­
wereinrdequatein thattheyellowedthcpricingpmblernto occurffid rtrsf,in 
undctectedfor e substartial-perfudsf time. Tlp erderdlqed thettle BEnk 
causcdthefirndto violarc$ections22(e)and3l(a) of ilp Inrresuncnt 
CompanyAct andRr,rles?Zc-l and3la-t. fhe'Brftk eqnfif,ttfidrtotherentryof 
e co*ryanddesistorder. 

2. sECv. TEFrFund.Inc., Litigptionnsk{f6 l{o-t02i*4tFEc.23, t983} 

TheCommissionallegedthatTEF Fund,Inc., e cloccd-ondinvemnront 
compa$y,purchasedmunicipalssrurithsdurinsthpexirmnocof an 
undirwiitiig or scllingsyndicate,whereanafFiliateof its inveetmentsdvitcr 
wasrcting asprincipalundemritcr. Thecomplaintsllqed violntionsof 
ScctisnslS(0 and3t(a) of ttreInvesnrentCompanyAct strdRulcs3la­
l(bxl), (bx?Xiir),(bXz)and.(bX8).lFp Furdcons+rttedto thee,nuyof {n 
injunction. 

l .  

Ttp Commisetonalleeodin pnocmedrns* I(el sf th-finrr wrnr;antto fuh Rl&t of 
accdrntingfinrr ofof FierhnickFreftick S. Todman&& CompanyudPr*cticePr*cticethatthatthetheaccountine s. Todrnan Compqny-utd 

oncof its pertners,Victor M. lvferahimi,eqngediE iryrEPGrpmfecsfomd 
cstductduringthe I9S4euditof Scrriil, Breshrand$ctdnsn, Imtporrted,csnductdudngtho I9S1euilit'o-fSEililI, 
a bmker-deslerprirnerily invdvod in tho trading of govermcot ard municipal 
sccilrities. Todrnanand f"Iarchioni cooso$tedto tlp €muy of ths order by 
which they were censurcd, In addition, lderchioni was rurpmM fiom 
Weating or pnrcticing before the Cornmissionfor six momhsa$d was 
rcquir€d to piactice wlth a finnr th*t wss I memberof tl* $EC Prrotica 
Seeion of the American Iffiritute of Certifred Prrbth Aoffitffillts (AICPA). 
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Todnanwas rcquircd to rffiin r scubcr of AIGP.tr's $FC Prrc*ice ffi 
3316u asft prln*icesbeforu,tbcCmmindo4 md we$ordcred to conply 
uith rrquiremcnts of tlle SH kactice Scctim. In *preto Rttle ?(e) 
ffi#ffi'T'ffi'ffi:fiff;t' 	 whicrr 
irewas censured, anddcttiod tb priv'i!&tsof rperrhg or precticingbcfort 
ths Commission, with theprwfufonthar [c cutld eply rfter thrccycilrsto 
reflrrilc apgcatins or practiciqgboforc ttc Gomniscion 

2.	 In the Maner sf Sta$kF l.:Go4&crs, Exctnnffi Afi* nclosso no. 2St$F: 
(Scpt.22, l9E3) 

fic Commissionalleged$*t $trsby ffidbcrg, an cortificd pnHiesoco!ryhnq 
ene.'rgedin impropcr profes*ionalffiduct iE thE utdit of I.B. IlenauEr & Co.'. 
r Uifirer+eatei sftciliuine in ttc tala of municipl tosrities. Coffierg 
conmntcdto the intry of the stdcf by wbichhewasdcniod the privitogeof 
eppearingor practiciigbefore mc C{foqrission for a poriodof thfut}'&ys. In 
edllition,-Golilberswas orderrod to cmtply with his undert*lngsm un#rgo_ 
mccialrsviewprocedureswith rtsgoEtto his audits of btskcrdgf,lcr firms f,or 
a:periodof tweivc months, ard to-courplttc forty comirnringprofessimal 
educationcreditswith the SEC Pracrico Scdifli of AICPA. 
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