ERGROSSED RULE 15¢2-12

§240.18c3-12 Municipa! securities dis-
closure.

PRELIMINARY NOTE: For a discussion of dis-
closure obligations relating to municipal se-
curities, issuers. brokers. dealers, and mu-
nicipal securities dealers should refer to Se-
curities Act Release No. 7049, Securities Ex-
change Act Releass No. 33741, FR-42 (March
9, 1994). For a discussion of the obligations of
underwriters to have a ressonable basis for
recommending municipal securities, brokers,
desalers, and municipal securities dealers
should refer to Securities Exchange Act Re-
lease No. 26100 (Sept. 22, 1968) and Securities
Exchange Act Release No. 20885 (Jupe 28,
1989).

(a) General. As a means reasonably
designed to prevent fraudulent, decep-
tive, or manipulative acts or practices,
{t shall be unlawful for any broker,
dealer, or municipal securities dealer
(& “Participating Underwriter’ when
used in connection with an Offering) to
act as an underwriter in a primary of-
fering of municipal securities with an
aggregate principal amount of
$1.000.000 or more (an ‘“‘Offering’’) un-
less the Participating Underwriter
complies with the requirements of this
section or is exempted from the provi-
sions of this section.

(b) Requirements. (1) Prior to the time
the Participating Underwriter bids for,
purchases. offers, or sells municipal se-
curities in an Offering, the Participat-
ing Underwriter shall obtain and re-
view an official statement that an is-
suer of such securities deems final as of
its date. except for the omission of no
more than the following inforrnation:
The offering price(s), interest’ reta(s),
selling compensation. aggregate prin-
cipal amount, principal amount per
maturity. delivery dates. any other
terms or provisions required by an ie-
suer of such securities to be specified
(n & competitive bid, ratings, other
termns of the securities depending on
such matters. and the fdentity of the
underwriter(s).

(2) Except {n competitively bid offer-
{ngs. from the time the Participating
Underwriter has reached an under-
standing with an issuer of municipal
securities that it will become a Par-
ticipating Underwriter in an Offering
until a final official statement is avail-
able., the Participating Underwriter
shall send no later than the next busi-
pess day. by first-clsas mall or other
equally prompt means. to any poten-
tial customer. on request, & single copy
of the most recent preliminary official
statement, if any.

-~

(3) The Participating Underwriter
ahall contract with an issusr of munici-
pal securities or {ts designated agent to
receive, within saven business days
after any final agreement to purchase,
offer. or sell the municipal securities
in an Offering and in sufficient time to
accompany any confirmation that re-
quests payment {rom any customer,
copies of & flnal official statement in
sufficient qQuantity to comply with
paragraph (b)(4) of this rule and the
rules of the Municipal Securities Rule-
malking Board.

(4) From the time the final official
statament becomes available until the
earlier of—

(1) Nipety days from the end of the
underwriting period or

(1) The time when the official state-
ment is avatladble to any person from a
nationally recognized municipal secu-
rities information repository, but in no
case leas than twenty-flve days follow-
ing the end of the underwriting period,
the Participating Underwriter in an Of-
fering shall send no later than the next
business day, by first-class mail or
other equally prompt means, to any po-
tential customer, on request, a single
copy of the final official statement.

(8)(1) A Participating Underwriter
shall not purchass or sell municipal se-
curities in connection with an Offering
unless the Participating Underwriter
has reasonably determined that an fa-
suer of municipal securities, or an obli-
gated person for whom financial or op-
erating data is presented in the flnal
official statament has undertaken. ei-
ther individually or in combination
with other {ssuers of such municipal
securities or obligated persons, in &
written agreement or contract for the
benefit of holders of such securities, to
provide, either directly or indirectly
through an indenture trustee or a des-
ignated agent:

(A) To each nationally recognized
municipal securities information re-
pository and to the appropriate state
information depository, if any, annual
financial information for each obli-
gated person for whom finanocial infor-
mation or operating data is presented
in the final official statement, or, for
each obligated person meeting the ab-
jective criteria apecified in the under-
taking and used to select the obligated
persons for whom financial information
or operating data is presentsd in the
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final official statement, except that. in

the case of pooled obligatio=s, the un- --

dertaking shall specify such objective
criteria;

(B) If not submitted as part of the an-
nual flnancial {nformation, then when
and {f available, to each nationally rec-
ognized municipal securities informs-
tion repository and to the appropriate
state information depository, audited
financial statements for each obligated
porson covered by paragraph (D)(SX1)X(A)
of this section;

(C) In a timely manner, to each na-
tionally recognized municipal securi-
ties information repository or to the
Municipal Securities Rulemaking
Board, and to the appropriate state in-
formation depository, if any, notice of
any of the following events with re-
spect to the securities being offered in
the Offering, if material:

(I) Principal and interest payment
delinquencies,

(2) Non-payment related defaults:;

(3) Unscheduled draws on debt service
reserves reflecting financial difficul-
ties:

(4) Unscheduled draws on credit en-
hancements reflecting {inancial dif-
ficulties;

(5) Substitution of credit or liquidity
providers. or their failure to perform:;

(6) Adverse tax opinions or events af-
fecting the tax-exempt status of the se-
curity;

(N Modificationa to rights of security
holders;

(8) Bond calis;

(9) Defeasances;

(10) Releass. substitution. or sale of
property securing repayment of the se-
curitiea:

(11) Rating changes; and

(D) In a timely manner, to each na-
tionally recognized municipal securi-
ties information repository or to the
Municipal Securities Rulemaking
Board. and to the appropriate state in-
formation depository. if any, notice of
& failure of any person specifisd in
paragraph (bX5)(1XA) of this section to
provide required annual financial infor-
mation. on or before the date specified
in the written agreement or contract.

(1) The written agreement or con-
tract for the benefit of holders of such
securities also shall identify each per-
son for whom annual financial Informa-
tion and notices of material events will
be provided. either by name or by the
objective criteria used to sslect such
persona. and. for each such person
shall:
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(A) Specify, in reasonable detail, the
type of financial information and oper-
ating data to be provided as part of an-
nual financial information:;

(B) Specify, in reasonable detail, the
accounting principles pursuant to
which financial statements will be pre-
pared. and whether the financial state-
ments will be audited; and

(C) Specify the date on which the an-

oual flnancial information for the pro-
ceding fiscal year will be provided. ang

to whom it will be provided.

(111) Such written agreement or con-
tract for the benefit of holders of such
securities also may provide that the
continuing obligation to provide an-
nual financial information and notices
of events may be terminated with re-
spect to any obligated person. if and
when such obligated person no longer
remains an obligated person with re-
apect to such municipal securities.

(¢) Recommendations. As & means rea-
sonably designed to prevent fraudulent,
deceptive, or manipulative acts or
practices, it shall be unlawful for any
broker, dealer, or municipal securities
dealer to recommend the purchase or
sale of a municipal security unleas
such broker, dealer, or municipal secu-
rities dealer has procedures in place
that provide reasonable assurance that
it will receive prompt notice of .any
event disclosed pursuant to paragraph
(BXS5X1XC), paragraph (BX}S)UXD). and
paragraph (dX2)(11X(B) of this section
with respect to that security.

(d) Ezemptions. (1) This section shall
not apply to a primary offering of mu-
nicipal securities in authorized de-
nominations of $100,000 or more, if such
sscurities: ]

(1) Are so0ld to no more than thirty-

five persons each of whom the Partici-
pating Underwriter reasonably be-
leves:
" (A) Has such knowledge and experi-
ence in financial and business matters
that it is capable of evaluating the
merits and risks of the prospective in-
vestment; and : ‘

(B) Is not purchasing for more than
one account or with a view to distrid-
uting the securities; or

(11) Have a maturity of nine months
or less; or

(111) At the option of the holder
thereof may be tendersd to an {ssusr of
such securities or its designated agent
for redemption or purchase at par
valus or more at least as freguently a8
every nine months until maturity, ear
lisr redemption. or purchase by as g
Suer or its desiguatad agene.
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(2) Paragraph (dDXS) of this section
shall not apply to an Offering of munic-
ipal securities 1f, at such time as an {s-
suer of such municipal sscurities deliv-
ers the securities to the Participating
Underwriters:

(1) No odligated person will be an od-
ligated person with respect to more
than $10,000,000 {n aggregate amount of
ocutstanding municipal securities, la-
cluding the offered securities and ex-
cluding municipal securities that were
offered in a transaction exempt from
this ssction pursuant tO paragraph
(4)(1) of this section.;

(1) An issuer of muaicipal securities

or obligated person has undertaken, of-
ther individually or in combination
with other issuers of municipal sscuri-
ties or obligated persons, in a written
agreement or contract for the benefit
of holders of such municipal securities,
to provide:

(A) Upon request to any person or at
least annually to the appropriate stats
information depository, if any, finan-
cial {nformation or operating data re-
garding each obligated person for
wiich financial information or operat-
ing data is presented in the final offl-
cial statement, as specified in the un-
dertaking, which financial information
and operating data shall includs, at a
minimam, that flnancial information
and operating data which is customar-
{ly prepared dy such obligated person
and s publicly available; and

(B) In & timely manner, to each na-
tionally recoguized municipal securi-
ties {nformation repository or to the
Municipal Securities Rulemaking
Board, and to the appropriate state in-
formation depository, if any. sotice of
events specified in parsgraph
MYEXIXC) of this section with respect
to the securities that are the subject of
the Offering, if matarial; and

(111) the final official statement iden-
tifies by namse, address. and telephone
aumber thke parsons from which tke
foregoing information, data, and no-
ticss can be obtained.

(3) The provisions of parsgraph (bXS)
of this section, other than paragraph
(OMBXIXC) of this section. shall not
spply to an Offering of municipal secu-
rities. if such municipal securities have
o stated maturity of 18 months or less.

(4) The provisicns of paragraph (¢) of
this section shall not apply to munict-
pal securities:

(1) 8old 1n an Offering to which pare-~
grapd (bX8) of this section did oot
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., SPPly, other than Offerings exemp:

" under paragraph (AX3Xi1) of this gec-
tion: or

(11) 8old in an Offering exempt from
this section under parsgraph (d)1) of
this sectiocn.

(e) Exemptive authority. The Commis-
sion. upon written requess, Or upon its
own motion, may exempt any broker,
dealer, or municipal securities dealer.
whether acting in the capacity of a
Participating Underwriter or other-
wise, that is & participant in a trans-
action or class of transactions from
any requirement of this secticn, either
unconditionally or on specified terms
and conditions, if the Commission de-
termines that such an exemption is
consistent with the pubdlic interest and
the protaction of investors.

(D Definitions. For the purposes of
this rule—(1) The term authorized de-
nominations of 8100000 or more means
municipal securities with a principal
amount of $106,000 or more and with re-
strictions that prevent the sale or
transfer of such sscurities in principal
amounts of less than $100,000 other
than through & primary offering; ex-
cept that, for municipal securities with
an original {ssus discount of 10 percent
ar more, the term msans municipal se-
curities with & minimum purchass
price of $100,000 or more and with re-
strictions that prevent the sale or
transfer of such securities, in principal
amounts that are less than the original
principal amount at the time of the
primary offering, other than through a
primary offering.

(2) The term end of the underwriting
period means the later of such time as

(1) the isauer of municipal securities
delivers the securities to the Partici-
pating Underwriters or

(1) the Participating Underwriter
does not retain, directly or as a mem-
ber or an undsrwriting syudicats. an
unsold balance of the securities for sale
to the publioc.

(3) The term final official statemsnt
means & documsant or set of documsats
prepared by an issuer of municipal se-
curities or ita representatives that is
complete as of the date delivered to the
Participating Undsrwriter(s) agd that
seta forth information concsrning tke
terms of the proposed {ssue of securt.
ties: information., including flnansial
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information or operating data, con-
cerning such issuers of municipal secu-
rities and those other entities, enter-
prises, funds, accounts. and other per-
sons material to an evaluation of the
Offering: and a description of the un-
dertakings to be provided pursuant to
paragraph (b)5)1), paragraph (d)2)(11),
and paragraph (d)}2)(iii) of this section.
if applicable. and of any instances in
the previous flve years {n which each
person specified pursuant to parsgraph
(bX(5)11) of this section failed to com-
ply, in all material respects, with any
previous undertakings in a written
contract or agreement specified in
paragrapbh (b)X5)(1) of this section. Fi-
nancial information or operating data
may be set forth in the document or
set of documents, or may be included
by specific reference to documents pre-
viously provided to each nationally
recognized municipal securities infor-
mation repository, and to a atate infor-
mation depusitory, if any, or flled with
the Commission. If the document s a
final official statement, it must be
available from the Municipal Securi-
ties Rulemaking Board.

(4) The term issuer of municipal securi-
ties means the governmental issuer
specified in section 3(a)(29) of the Act
and the issuer of any separats security,
including a sepatate security as defined
in rule 3b-5(a) under the Act.

(5) The term potential customer means
(1) Any person contacted by the Par-
ticipating Underwriter concerning the
purchase of municipal securities that
are intended to be offered or have been
sold in an offering, (1) Any person who
has expressed an interest to the Par-
ticipating Underwriter in possibly pur-
chasing such municipal securities, and
(i11) Any person who has a customer ac-
count with the Participating Under-
writer.

(6) The term preliminary official state-
ment means an official atatement pre-
pared by or for an issuer of municipal
securities for dissemination to poten-
tial customers prior to the availability
of the f1nal official atatement.

(T) The term primary offering means
an offering of rnunicipal securities di-
rectly or indirectly by or on behalf of
an issuer of such securities, including
any remarketing of municipal securi-
ties.
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(1) That is accompanied by a change
in the authorized denomination of such
securifies from $100.000 or more to less
than $100,000, or

(11) That 1s accompanied by & change
in the period during which such securi-
ties may be tendered to an issuer of
such securities or its designated agent
for redemption or purchase from a pe-
riod of nine months or less to a period
of more than nine months.

(8) The term underwriter meana any
person who has purchased from an is-
suer of municipal securities with a
view to. or offers or sells for an issuer
of municipal securities in connection
with, the offering of any municipal se-
curity, or participates or has a direct
or i{ndirect participation in any such
undertaking, or participates or has a
participation in the direct or indirect
underwriting of any such undertaking;
except, that such term shall not in-
clude a person whose {nterest is limited
to & commission, conceasajon, or allow-
ance from an underwriter, broker, deal-
er, or municipal securities dealer not
in excess of the usual and customary
distributors’ or sellers’ commission,
concession, or allowance.

(9) The term annual financial informa-
tion means financial information or op-
erating data, provided at least annu.
ally, of the type included in the flnal
official statement with reapect to an
obligated person, or in the case where
no financial information or operating
data was provided in the flnal official
statement with respect to such obli-
gated person., of the type included in
the final official statement with re-
spect to those obligated persons that
meet the objective criteria applied to
select the persona for which financial
{nformation or operating data will be
provided on an annual basis. Financial
information or operating data may be
set forth in the document or set of doo-
uments, or may be included by specific
reference to documenta previously pro-
vided to each nationally recognized
municipal securities information re-
pository, and to a state information de-
pository, if any, or filed with the Com-
mission. If the document is & final offi-
cial statement, it must be available
from the Municipal Securities Rule-
making Board.
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(10) The term obligated person meana
sny persod. iscluding an issuer of mu-
nicipal securities. who is either gen-
e or through an enterprise, fund,
or account of such person committed
py contract or other arrangement to
support payment of all. or part of the
obligations on the municipal securities
to be scld in the Offering (other than
providers of municipal bond {zaurance,
jetters of credit. or other liquidity fa-
cilities).

(g) Transitional provision. If on July
29, 1989. s Participating Uaderwriter
was contractually committed to act as
underwriter {n an Offering of municipal
sscurities originally issued defore July
29, 1989, the requirements of paragraphs
(0)}(3) and (bX4) shall not apply to the
Participating Underwriter i connec-
tion with such an Offering. Paragraph
(b)(5) of this section shall not apply to
s Participating Uaderwriter that has
contractually committed to act as an
apdervwriter in an Offering of muaicipal
sacurities before July 3. 1995: except
that paragraph (DXMSYIXA) and para-
graph (D)}5X1)}(B) shall not apply with
respect to flacal years ending prior to
January 1, 1996. Paragraph (c) ahall be-
come effective on January 1, 1996.
Paragraph (4)(2)(11) and paragraph
{4)(2)(111) of this section shall 0ot apply
to an Offering of municipal sscurities
comrmencing prior to January 1, 1996,

(54 FR 28313, July 10, 1980, as amended at 9
PR 59600, Nov. 17, 1994}

EFFECTIVE DATE NOTE: At 59 FR 50600, Nov.
17. 1994, §240.15c2~12 was amended as (ollows
effective July 3, 1985. A Preliminary Note
was added preceding paragragh (a): pars-
graph (a) was rovised: parsgraph (bXK5) was
added: paragrapl (¢) through paragrapd (N
were redesiguated as parsgraph (4) througk
parsgragh (g); cewiy desiguated paragraph
(d), paragreph (¢), and paragrapl (f3(3) were
revised: paragraph (N(9) and paragraph (£)(10)
were added; atd four sentences were added to
the end of newly designated paregraph (g).
The section was further amecded by adding
gew parsgrepd (¢) effective January 1. 1998.
For tie convenience of the user. the super-
sedsd taxt 15 8% (022h belcw,

$340.15c3-13 Municipal securities disclo-
sare.

(a) Ceneral. As & means reascnably de-
signed to prevent fraudulent. dsceptive. or
mazipulative acts or practices. it shall be
unlswral for any broker. dealer, or municipal
securities dsaler (Rereinafter ‘‘Participating
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Underwriter’') t0 act a3 a3 underwriter iz o
primary offering of muaicipal securitiss with
an aggregats principal amount of $1.000.000
r more (Gereisaftar “Offering’’) unless tie
Participating Uaderwritsr complies with the
requirements of this rule or is exempted
from tie provistons of this rule,

LA B B B ]

(4) Eremptions. This rule shall sot apply to
& primary offering of municipal securtties in
authorizsd dsnominations of $100.000 or
maovre. If such securities:

(1) Are s0ld to oo more than thirty-five
persoss each of whom the Participating Un.
derwriter reasonably believes (1) has such
knowledge and experisnce {0 financial agd
busizess mattars that it {s capable of svalu-
ating the merita ard risks of the prospective
ioveatmsent and (i1) is pot purchasing for
more than one account or with a view to dis-
tributing the securities: or

(2) Have & maturity of oine moaths or less;
or

(3) At the option of the holder thsreof may
be tandered to an tssusr of such securities or
its designatad agent for redemption or pur-
chase at par value cr more 4t lsast as fre-
qQuentiy as every nine months until maty.
rity, eariter redemption, or purchass by an
{sauer or its designaced agent.

(o) Tyansactional . The Commts-
eion, upon written reqQuest, OF upon ita own
motion, may exsmpt any Participating Un-
derwritar that 10-a°participant in a trans-
action or class of transactions from any te-
quirement cf this rule, ¢itder uncondition-
ally or cn specified tanms and conditions, If
the Commissicn dstarmines that such ap ex-
emption 1s consistant with the pubdlic intar-
u:nu.:c.' t.z:o prozaction of {avestors.

(3) TR term final official statement means &
documsnt or set of documents prepared dy
ap {ssuer of municipal securities cr its rep-
resentatives seeting forth, among oBIr MAL-
tere, {nformation concerning ths issusris) of
such municipal securitiss and the proposed
tssue of sscurities that is complets as of the
date cf delivery of the document or sst of
documsntas to the Participating Underwritar.



