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SENATE, No~ 3025
 

STATE OF I'JE JERSEY
 

INTRODUCED .TANH.ARY 22, 1081 

By Senators BEDELL and FORAS 

Tleferred to Committce all County and MUlliripal Government 

AN ACT eoncenling the "Local Bond Law" alld 3nwnding N..T. S. 

40A:2-88. 

1 BE IT ENACTED by the Senate and Gene'ral Asse1'nbly of the State 

2 of New Jersey: 

1 1. N..J. S. <lOA :2-:38 is tWlendo(l to read as rollo\vs: 

2 40A :2-:18. fn the issua tlce or sale of 0 bligatlons, it shaH be 

3 unltH\rrul for the p:oveTning ]Jod:v OJ' any 11H'1111)('T thereof or any 

4 official: 

5 a. 'ro pay 01' ag-ree to pay, dire('.tl~r or j ndirectly, any honns, 

6 commission, fee or other eornpensation or consideratioll foJ' the 

~( issnancl' or for the sale of o]i1ip:ntions, amI ~my amount so paid 

8 may b8 recovered for the local nnit: 

9 b. To make allY agJ'cPl1lont ivith allY purchaser or hichler, or his 

10 representative, reganling the deposit or disposition or any moneys 

11 received or to be received from ~mch sale al1CI every such agTeE'ment 

12 shall be void; 

13 c. To makp any agreerm~nt pertainiIlg' to the sale of obligations 

14 which cOJlbins provisions (1S to any other matter, and sneh sale 

15 and all~Y such up;l'C'P1nent shan ]iP void; 

16 d. ')'0 make ttll)' agreement OJ' "service contract" with respect to 

17 puhlicatioJl of not.ice of sale and l1Tintillg- of bonds or notes, the 

18 providing of a leg'al opinion or for any of sueh services, whether 

19 or not aecompanied by an offer to hid for or pnrchase obligations. 

20 Any such agreement or eontrn.et s11a11 be void, and any amount so 

21 paid may ]1e recovPTPd for the loeal unit pxcept, howpver, agrpe­

22 ments made directly with a newspaper, hond printer or an attorney 

23 licen::<ed to pradice In:w in the State in which he has his offiee. 

24 A municipal bond dealer, hankr'r, or fiwmcial expert. may be 

25 engaged or employed as a financia.l advisor to provide fillaJl(~i.al 

26 services in connection \vith the sale of obligations, including the 

27 preparation of a bidding circular or prospectus[, but no snch]. 

EXPLANATlON-MaUpr enclosed in bold·faced brackets tthU8] in the above bm 
is not enacted and is intended to he omiul"d in the law. 
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28 The financial advisor (nay bid to'( obligations oU'ered by thei8"i1~er' 

29 at publ'ir: sale. The financial advisor shall not purchase any such 

30 obligations at a11Y [publie or] private sale, but any such purehase 

31 shan not affect the validity of the oblig'ations and the local unit 

32 shall recover any compensation and profit resulting therefrom to 

33 such financial advisor. 

1 2. frhis act shall take effect immediately. 

STA'J'EMENT 

. N. .J. S. 40A :2-38 now provides that financial advisors retained 

hy mnnicipalities and counties may not submit bids at public 

competitive bond sales for bonds issued by the municipality or 

COl1llty. This provision restricts the ability of municipalities and 

counties to select qualined financial advisors, since often those most 

qualified to provide these services are also customary bidders for 

the boncls of the municipality or county. There is no advantage 

to the present provision, since ·when bonds or notes are sold at 

competitive sa1o, sealed proposa1s from all bidders are opened at 

the same time and ])u1)11cly read. 

Eule G2:1 of the Federall!\11wieipnl Securities Rulemaking Board 

penuits financial advisors to bid at competitive sales with the COll­

sent of the issuer. 'l'his amendment won1cl permit this prl1ctice to 

be followed in New Jersey and should resnlt in the best possible 

hid::; being receivecl by munieipalities and counties when selling 

their honds or notes. 

X0 sneh financial advisor would be permitted to purchase bonds 

or JlOtes ill a private sale. 
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28 The financial adviso'r may bid for obligations offered by the iS81wr 

29 at publir: sale. The financial advisor shall not purchase any such 

30 obligations at any [public or] private sale, but any such purchase 

31 shall not affect the validity of the olJligatiolls U!]d the local unit 

32 shall recover any compensation and profit resulting therefrom to 

33 such financial advisor. 

1 2. 'l'his aet shall take effect immediately. 

STAr:I.'Ei\fENT 

N. .J. S. 401\ :2-38 now provides that financial advisors retained 

hy municipalities and cOUT1ties may not submit hids at public 

competitive hond salps for honds issued 11y the municipality or 

c01mty. This provision restricts the ahility of municipalities and 

countips to selpet qualified filJallcia I advi SOl'S, since often those most 

qnalified to provide ther3e servic~s are also customary bidders for 

the 1,omls of the municipality or eounty. There is no advantage 

to t1l0 prpsent provisioJ!, since when bonds 01' notes are sold at 

compebtive saIl', spuled proposals from all hidders arC' OIH'llea at 

the same tinw and publicly read. 

Rule G2R of the Fl'(lerall~,'[nnicipalSecuritil's Rulemaking Board 

permits financial aClvisors to bid at competitive sales with the con­

sent of the issuer. rJ'his amemlmont would permit this practice to 

he fonowed in New J erse~' and should result in the best possible 

bids heing received by municipaIities and counties when selling 

their bonds or notes. 

No sneh financial advisor would be permitted to purchase bOllds 

or Hotes in a private sale. 
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ASSEMBLY MUNICIPAL GOVERNMENT COMMITTEE
 

SENATE, No. 3025
 

STATE OF NEW JERSEY
 
DArrED: .JUNI;~ 15, 1981 

The purposp of this hm is adequately explainecl in the Senate County 

and Municipal Government Committee's statement which is appended 

hereto: 

Senate 11m No. :iO:J.5 would penl/it fimulcial advisors (hond dealer, 

banker or financial expert) rdai ned h~T a loeal government to assist 

on a bond sale. inclndim:; preparing the bidding' eircular or prospectus 

to bid to purcha:-;~~ hands or 1I0teR ill a pnl)lic sal(\. The financial advisor 

would not he perlllitted topun'hase at privatI' sal(~. 

Currently, N. J. S. 40A :2-38 of tIl(' "Local Bond Law" prohibits 

these finalleial advisol'R from purchasing l)olldR or llotes at public or 

private sale. Acconlin:l: to tll(~ SpOJJROr, this "restricts the ability of 

lllunicipalitieR awl cOUl,tips to st:lt~(·t qnaljfi(~dfimlllcial advisors, since 

often those most qualified to l1rovide these services are a11,10 customary 

hidders for tll(' hOlldH of thp municipality or comity. There is no ad­

vantag-e to tIl(' J)1'e8(';:t prmTisiolJ, since wIlen bonds or notes are sold 

at competitivp sale, :'i('aled propoRalH from all bidders are opened at 

the same time amI pul)licl~ J':'ad." 

'rhe RpOllS0r points out that Hull' G··23 of the Federal/Municipal 

Securities Rulemaking' Board permits fillulleial advisors to hid at COlll­

petitive sah~s with the C011R011t of the issuer. The bill would bring New 

Jprsey local government-; TIllder that rule. rather than the more restric­

tive provisions of current Rtate law. 

The origillal purJlose of tJIP p.xistillg' restrictioll on financial advisors 

was to "prevp iit the po~,s ihi1ity oj' a charge tltat a hidder has inside 

information 011 a parti(~ular ohlig'atioll tu he offert'd for sale." 

The League of:\hlJlicipaliti(~s approves the hill because it would 

"permit financial auvisorH, Oll beha.lf of lllllllicipalities, to bid at COlll­

petitive sales for higher ra.tes Oil JIlunicipal lJOuds ::llld Hotes." 
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SENATE COUNTY AND MUNICIPAL
 
GOVERNMENT COMMITTEE
 

srl\~ r:L'EMliJNrr TO 

SENATE, No. 3025 

STATE OF NEW JERSEY
 
DArpED: APRIL 23, 1981 

Senate Bill No. 3025 would permit financial advisors (bond dealer, 

hanker or financial expert) retained hy a local government to assist 

on a hond sale, including' preparing the bidding circular or IJrOSpectus, 

to bid to purchase bonds or notes in a public sale. The financial advisor 

would not be permitted to purchase at private sale. 

Currently, N. J. S. 40A:2--:38 of the "Local Bond Law" prohibits 

these financial advisors from purchasillg' howls or notes at public or 

private sale. According' to the sponsor, this "restricts the ahility of 

lllunicipalitie::; alld counties to select qualifi(~d finallcial advisors, since 

often those lllOst qualified to provide these services are also customary 

bidders for the honds of the llluncipality or county. There is no ad­

vantage to the present provisiotl, since when bonds or notes are sold 

at competitive sale, sealed proposals from all hidders are opened at 

the same time a\1(1 publicly read." 

The sponsor poillts out that Rule G-23 of the Federal/Municipal 

Securities Rulemaking' Hoard permits financial advisors to bid at com­

petitive sales with the COllsent of the issu(',r. The bill would bring New 

,Jersey local goverllJnents under that rule, rather thall the more restric­

tive provisions of cnrrent State law. 

The original purpose of the existillg' restriction on financial advisors 

was to "prevellt the possibility of a charge that a bidder has inside 

information 011 a particular obligation to be offered for sale." 

The League of Municipalities approves the bill because it would 

"permit financial advisors, on hehalf of municipalities, to bid at COIll­

petitive sales for higlwr rates 011 lllunicipal bonds and notes." 



FROM THE OFFICE OF THE GOVERNOR
 

FOR IMMEDIATE RELEASE FOR FURTHER INFORMATION 

AUGUST 24, 1981 KATHRYN FORSYTH I DAVID DEMAIO 

Governor Brendan Byrne today signed the following bills into law: 

5-3025, sponsored by Senator Eugene Bedell (D-t1onmouth). amends the Local 

Bond Law to permit a municipality's financial advisor to bid for its bonds at a 

public sale. 

Under prior law, a townls financial advisor could not bid on bonds being 

offered by that municipality either at a public or private sale. This bill 

retains that prohibition for private sales, but permits the advisor to bid for 

the bonds at public sales. 

S-3085, sponsored by Senatm' Frank Graves, Jr. (D-Passai c), permits the 

courts to postpone, suspend 01' revoke the driving privileges of a person who uses 

a motor vehicle in the course of commiting a crime, a disorderly persons offense 

or a delinquent act. 

This type of punishment would replace or be in addition to the dispositions 

currently available to the courts. Any suspension may not exceed two years. 

S-3264: sponsored by Senator Steven Perskie. (D-AtlAntic). permits all 

honorably discharged veterans to receive special vendors' licenses. 

Prior law restricted issuance to veterans who served in time of war or during 

war-like conditions. The county clerks issue the licenses. 

S-1272, sponsored by Senator John Skevin (D-Bergen), permits a policeman to 

hold a titular office or leadership position in a fraternal, veterans -or religious 

organization which has a club liquor license. 

Under prior law, a policeman could not hold such a liquor license and therefore 

could not be head of a licensed club•• 

ACS for 1243, sponsored by Senator Matthew Feldman (D-Bergen), clarifies the 

responsibility for the conduct of municipal police forces by providing for a line 

of authority with respect to the police function in municipalities and by providing 

for the duties and responsibilities of police chiefs in those instances \~here that 

position is established by ordinance by the municipal governing body. 
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11 3606 Control Relationships 
Rule G-22. (a) Control Relationship. For purposes of this rule, a COI1­

trol relationship with respect to a municipal security shall be deemed to exist 
if a broker. dealer, or municipal securities dealer (or a bank or other person 
of which the broker, dealer, or municipal securities dealer is a department or 
division) controls, is controlled by, or is under common control with the 
issuer of the security or a person other than the issuer who is obligated, 
directly or indirectly, with respect to debt service on the security. 

(b) Discretiona.ry Accounts. No broker, dealer, or municipal securities 
dealer shal! effect a transaction in a municipal security with or for the 
discretionary account of a customer if such broker, dealer, or municipal 
securities dealer has a control relationship with respect to such security 
unless such transaction has been specifical1y authorized by such customer. 

(c) Disclosure. No broker, dealer, or municipal securities dealer shaIl 
effect a transaction in a municipal security with or for a customer if such 
broker, dealer. or municipal securities dealer has a control relationship with 
respect to the security unless. before entering into a contract with or for 
the customer for the purchase. sale, or exchange of such security, the broker, 
dealer, or municipal securities dealer discloses to the customer the nature of 
the control relationship, and if such disclosure is not made in writing, such 
disclosure must be supplemented by the sending of written disclosure con­
cerning the control relationship at or before the completion of the transaction. 

~ 3611 Activities of Financial Advisors 
Rule G-23. (a) Purpose. The purpose and intent of this rule is to estab­

lish ethical standards and disclosure requirements for brokers. dealers. and 
municipal securities dealers who act as financial advisors to issuers of mu­
nicipal securities. 

(b) Financial Ad~>isor}' Relationship. For purposes of this rule, a financial 
advisory relationship shall be deemed to exist when a broker. dealer, or 
municipal securities dealer renders or enters into an agreement to render 
financial advisorv or consultant services to or on behalf of an issuer with 
respect to a ne,;" issue or issues of municipal securities. including advice 
with respect to the structure. timing. terms and other similar matters con­
cerning such issue or issues, for a fee or other compensation or in expectation 
of such compensation for the rendering of such services. Notwithstanding­
the foregoing. a financial advisory relationship shall not be deerr.ed to exist 
when. in the course of acting as an underwriter. a municipal securities 
dealer renders advice to an issuer. including advice with respect to the 
structure, timing. terms and other similar matters concerning a new issue 
of municipal securities. 

(c) Ba.,,;is of Compensation. Each financial ad,'isory relationship shal1 be 
evidenced by a writing entered into prior to. upon or promptly after the 
inception of the financial advisory relationship (or promptly after the 
creation or selection of the issuer if the issuer does not exist or has not bet>n 
determined at the time the relationship commences). Such ,vriting- shall 
set forth the basis of compensation for the financial advisory services to 
he rt>ndered, including provisions relating- to the deposit of funds or the 
utilization of fiduciary or agency services alTered by such broker. dealer, or 
municipal securities dealer or by a persall controlling. controlled by, or under 
common control with such broker. dealer, or municipal securities dealer 

MSRB Manual Rule G·23'1 3611 
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in connection with the rendering of sllch financial advisorv sen'ices, The 
requirement for a writing shall become effective on June 4, 1980. 

(d) L'/ldcru.'ritiny Llcti'vities. Ku hruker. dealer. or municipal securities 
dealer that has a financial advisory relatiunship with respect to a new issue 
of municipal securities shall acquire as principal either alone or as a par­
ticipant in a syndicate or other similar account formed for the purpose of 
purchasing. directly or indirectly. from the issuer all or any portion of 
such issue. or arrange for such acquisition or participation by a person con­
trolling. controlled by. or under common control with such broker. dealer, 
or municipal securities dealer, unless 

(i) if such issue is to be sold by the issuer on a negotiated basis, 
(A) the financial advisory relationship with respect to such 

issue has been terminated in writing and at or after such termina­
tion the issuer has expressly consented in writing to such ac­
quisition or participation in the purchase of the securities on a 
negotiated basis; 

(B) the broker, dealer, or municipal securities dealer has ex­
pressly disclosed in writing to the issuer at or before such ter­
mination that there may be a conflict of interest in changing from 
the capacity of financial advisor to purchaser of the securities with 
respect to which the financial advisory relationship exists and the 
issuer has expressly acknowledged in writing to the broker. dealer. 
Or municipal securities dealer receipt of such disclosure; and 

b,
 

(C) the broker, dealer. or municipal securities dealer has ex­

pressly disclosed in writing to the issuer at or before such ter­

mination the source and anticipated amount of all remuneration
 
to the broker, dealer, or municipal securities dealer with respect
 
to such issue in addition to the compensation referred to in section 
(c) of this rule, and the issuer has expressly acknowledged in 
writing- to the broker. dealer. or municipal securities dealer receipt 
of such disclosure; or 
(ii) if such issue is to be sold by the issuer at competitive bid, the 

issuer has expressly consented in writing prior to the bid to such ac­
quisition or participation. 

The limitations and rel1uirements set forth in this section (d) shall also apply 
to any broker, dealer. or municipal securities dealer controlling. controlled 
by, or under cOmmon control with the hroker. dealer. or municipal securities 
dealer having a financial advisory relationship. The use of the term "in­
directly" in this section (d) shall not preclude a broker. dealer. or mltnicipal 
securities dealer who has a financial advisory relationship with respect to 
a new issue of municipal securities from purchasing such securities from 
an underwriter, either for its own trading account or for the account of 
customers. except to the extent that such purchase is made to contravene 
the purpose and intent of this rule. Each broker, dealer. and municipal 
securities dealer subject to the provisions of this section (d) shall maintain 
a copy of the written disclosures, acknowledgements and consents rer~uire~ 
by this section in a separate file and in accordance with the provisions oJ 
rule G-9, 

(e) Disclosure to Customers. If a broker. dealer, or municipal securities 
dealer acquires new issue municipal securities or participates in a syndicate 
or other account that acquires new issue municipal securities in accordan.ce 
with section (d) of this rule, such broker, dealer, or municipal securitIes 

~ 3611 Rule G-23 © 1981, Commerce Clearing Houroe. Inc:· 
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dealer shall disclose the 
writing to eacf'l CUStomer 
dealer, 0f mt:nicipal secu 
transaction with t':e cust, 

(f) ApPlicabilih' of 51 
shall be deemed to superse 
law applicable to the acti 

(g) .E.fJective Date of 
the prOYIS10ns of this rule 

.10 Financial advisory reI 
refer to your letter oi Decen 
and a su'Jsequent con\'ersatio 
t~~ ap?lication of rule G-23( d) 
tlclpatlOn by your client, a n 
curities dealer, in the underWI 
curities to be issued by the 
ferred to in your letter (the .. 

Ruee G-2J(d) provides in pe 
that r;o municipal securities c 
has a fina~cial advison' relatic 
respect to a new iss:J~ of ml 

curities shall acquire as princip; 
the Issuer all or any portion 
sue ..... unless the dealer COl 

certa:i\ specified provisions 01 
You indicate that Your c1ie'nt h 
cial advisory agre~ment with 
which pro';ides that your client 
;<h [io-ancia: ad\';sory services
;0 ti~e at the County's request. 
ClOWeVef. th"t your client was no 
to furnish tinancial advisory se: 
-espec: to t;-;e particular issue 0 

which the County now propo: 
and was se;ected hy the Cou:1t 
'pond;ng to an advertisement 
writer;., You request our cone 
:;our 0?inio~ that a financial ac 
lation;.;'ip with respect to the 
'"ew i;.;.ue ':oes not exist. 

. For ;>urpQses of the rule. a tir 
'.Isory -elationship is deemed to l 

" "nl\:.::icip2.: securities dealer I 

("i;t('.rs ~llto ,~'~ agrce"'(,Jlt to reJ1dt 

~ivlscry or consultant services 
; ehali 'If an issuer with respect 
I',ue C'l iss1.l<':s of municipal secur 
(rmpl::,is acded) Therefort'. wh. 
~r has enteced into a blanke­
,C) r~nC:er firancial advisory ~erv 

"anelal ad,'j;Jry relationship wit 
to a pacticu:ar issue of securitie 
p,rcsurr:od to exist despite the 
~"e ,m'~,icip;;' securities dealer 
!urn,sh any t.:Jancial advice concer 
I "ue '\'h t'
fi~ .._: e ~~er or no: yo~r c1it 

ancl". adVisory relallonshlp wit 
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dealer shall disclose the existence of the financial advisory relationship in 
\vriting to each customer who purchases such securities from such broker, 
dealer, or municipal securities dealer. at or before the completion of the 
transaction with the customer. 

(f) Applicability of State or Local LoU'. ~othing contained in this rule 
shal1 be deemed to supersede any more restrictive provision of state or local 
iaw ap?licable to the activities of financial advisors. 

(g) Efjecti1Je Date of Rule. Except as otherwise provided 1n this rule, 
the provisions of this rule shall take effect on AprilS, 1980. 

.10 Financial advisory relationship.-l 
refer to your letter of December 4. 1980 
and a subsequent conversation regarding 
the application of rule G-23(d) to the par­
ticipation by your client, a municipal se­
curities dealer, in the underwriting of se­
curities to be issued by the County re­
ferred to in your letter (the "County"). 

Rule G-23(d) provides in pertinent part 
that no municipal securities dealer "that 
has a financial advisory relationship with 
respect to a new issue of municipal st'­
curities shall acquire as principal ... from 
the issuer all or any portion of such is­
sue ... " unless the dealer complies with 
certain specified provisions of the rule. 
You indicate that your client has a finan­
cial advisory agreement with the County 
which provides that your client wi!! furn­
ish financial advisory services from time 
to time at the County's requt'st. You state, 
however. that your client was not requested 
to furnish financial advisory services with 
respect to the particular issue of securities 
which the County now proposes to sell 
and was selected by the County after re­
sponding to an advertisement for under­
writers. You request our concurrence in 
your opinion that a financial advisory re­
lationship with respect to the proposed 
lIt'W isslJe cloes not exist. 

For iJurposes of the rule, a financial ad­
yisory relationship is deemed to exist when 
a "municipal securities dealer renders or 
cntcrs i",t" (Ill agrCClJ1rllt to rellder financial 
advisory or consultant services to or on 
hell,Y r,f an issuer with respect to a new 
iss:.:e ,-)~ issues of municipal securities ..." 
(emphasis added) Therefore, where a deal­
er has entered into a blanket agreement 
to rendn finallcial advisory services, a fi­
nancial advisory relationship with respect 
to a particular issue of securities may be 
presumed to exist despite the fact that 
tht' m~lnicipal securities dealer does not 
furnish ar!Y financial advice concerning such 
issue. 'Whether or not your client has a 
financial advisory relationship with respect 
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to the proposed new issue referred to in 
your letter is a factual question which we 
are not in a position to resolve. There­
fore, we are unable to concur in your 
opinion.-JJSRB j'llerpretation of January 5, 
1981 by Richard B. NessoJl, GCllcral COllllsel. 

.11 Financial advisory relationship.­
This is in response to yo·ur letter of Feb­
ruary 27. 1981, asking whether a dealer 
bank which is retained by the Board of 
\-Vater Governors of a water utility owned 
by City X to provide advice regarding 
the structure, timing, and terms of a new 
issue of mortgage 'revenue bonds to be 
issued by City X has entered into a finan­
cial advisory agreement for purposes of 
rule G-23. You note that the bonds would 
be sold at a competitive underwriting and 
payable from the revenues of the water 
utility. 

Under rule G-23, a financial advisory 
relationship is deemed to exist when a 
broker, dealer, or municipal securities 
dealer renders or enters into an agreement 
to render financial advisory services to or 
Oil behalf of OJl issltcr with respect to a new 
issue or issues of municipal sec'u-rities. 
Based solely upon the facts contained in 
your letter. it appears that the Board of 
\-Vater Commissioners is a political sub­
division of City X. It further appears that 
the Board of \-Vater Governors entered 
into the financial advisory agreement for 
the specific purpose of obtaining advice 
regarding the new issue of bonds on behalf 
of the City. Thus, the fact that City X, 
rather than the Board of Water Governors. 
actually will issue the bonds would not 
itself support a conclusion that the finan­
cial advisory agreement is not subject to 
the provisions of rule G-23.-1'vfSRB inter­
pretation of March 13, 1981 by Allgela Des­
"WIld, Dcl'ltty GClleral Coltnsel. 

.20 Unrestricted consent.-This is in re­
sponse to your April 7, 1981, letter asking 
whetl:er, consistent with rule G-23(d) (ii), 
a municipal securities dealer acting as a 

Rule G-23 " 3611 
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financIal advisor to an issuer may obtain writer with respect to the same issue. Rule 
from the issuer prospective approval to G-23(d) speaks in terms of "a new issue" 
participate i" any and all new issues the and the implication is that consent should 
issuer n12.Y s~ll on a competitive basis at be obtained on an issue-by·issue basis. 
sose lutl.:,e date. The Board believes that such a reading 

of the rule is consistent with the rule'sRule G·23td) (ii) provides that a muni­
rationale-that an issuer should have ancipal securities dealer which is acting as a 

financial ad\'isor may not acquire or par' opportunity to consider whether. under the 
particular circumstances of an offering. theticipate in the distribution of a new issue 
financial advisor's potential conflict ofunles; 
interest is sufficient to warrant not con­if such issue is to be sold by the issuer 
senting to its participation in the sale. Theat competitive bid the issuer has con­
Board has concluded that an unrestrictedsented in writing to such acquisition or 
consent would not afford an issuer suchparticipation. 
an opportunity and, accordingly, has de­

The rule is designed to minimize the termined that such a consent would not 
"prima facie" conflict of interest that exists satisfy the re4uirements of rule G-23 (d) (ii). 
when a municipal securities professional -JISRB illfcrprcfafioll of Jul)' 30, 1981 b)' 
acts as hoth financial advisor a'nd under- .-IHgcla Dcsmolld. Depuf)' General Colmsel. 

~ 3616 Use of Ownership Information Obtained in 
Fiduciary or Agency Capacity 

Rule G-24. No broker, dealer. or municipal securities dealer having ac­
cess to confidential. non-public information concerning the ownership of 
municipal securities that was obtained by stich broker. dealer. or municipal 
securities clealer (or by a bank or other person of which the broker, dealer, 
or municipal securities dealer is a department or di\'ision) in the course of 
acting in a fiduciary or agency capacity for an issuer of municipal securities 
or for another broker. dealer. or municipal securities dealer, including but 
not limited to acting as a paying agent. transfer agent, registrar, or inden­
ture trustee for an issuer or as clearing- agent. safekeeping agent, or corre­
spondent of another broker. dealer. or municipal securities dealer, shall use 
such information for the purpose of soliciting purchases, sales, or exchanges 
of municipal securities or othewise make use of such information for finan­
cial gain except with the consent of stich issuer or such broker, dealer, or 
municipal securities dealer or the person on whose behalf the information 
was given. 

~ 3621 Improper Use of Assets 
Rule G-25. (a) Improper Usc. Xo hroker. dealer. or municipal securities 

dealei "hal! make improper lise of municipal securities or funds held on 
behalf of another person. 

(b) Guaranties. 1'\0 broker. dealer. or municipal securities dealer shaH 
guarantee or offer to guarantee a customer against loss in 

(i) an account carried or introduced by such broker. dealer, or 
municipal securities cle,tler ill which municipal securities are held or 
for which municipal securitie:-; arc purchased. sold or exchanged or 

(ii) a transaction in municipal securities with or for a customer. 
Bona fide put options and repurchase agreements issued in the ordinary 
course of business shall not be deemed to be guaranties against loss. 

(c\ Sharing ACCOll~lt. X 0 broker. dealer. or municipal securities dealer 
shalI share. directly or indirectly. ill the profits or losses of 

~ 3616 Rule G·24 CD 1981, Commerce Clearing House, Inc. 
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(i) an account of , 
dealer, or municipal se 
held or for which mun 

(ii) a transaction ir 

Nothing herein contained sh 
of a broker, dealer. or mun0: her private capacity in ; 
vtded. tha.t such participatic 
cont;tbutIon made by such f 

.10 Letters of credit.-This 
sponse .to your letter dated Aug 
requesting the Board's views ( 
plication of rule G-25 to ban 
letters of credit issued in <:onn~ 
new issues of securities' which 
department of the bank intends 
",:rite. Specifically, you have 
views on whether such transact; 
v~o~ate rule G-25(b), which ~en 
hlblts a municipal securities d. 
guaranteeing a customer again 
municipal securities transaction 

For the reasons discussed b 
G-25(b) would not prohibit a 
securities bank dealer from iSSll 
ter of credit which is publicly dis~ 
for the benefit of all holders ~ 
curity. 

~ule .G-25.(b) ~s an antimanipu' 
which IS primarily designed to 
municipal securities dealer from 
stimulating the market in a sec 
example, by "parking" it with a 
who has assumed no market risl< 
not appear that the issuance of a 
closed letter of -credit provided 1 
dealer for the benefit of al1 bo 
could be used to serve a market 
tive purpose, even though the let 
also serve to protect the bank's 
tamers. Generally, such letter5 
protect bondholders from partiel 
of loss, such as the inability of 1 

to make payments of principal OJ 

Bondholders are not protected fro: 
market risks, however, and, like all 
purchasers of securities, they incu~ 
losses as the market price of the bOt 
ates. Moreover, unlike the situatic~ 
plated by rule G-25 which addres 

" 3626 Administrc 

Rule G-26 (a) ACCOU1Jt j 

securities dealer shall obtain 
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