
February 22,2011

Via E-mail: rule-comments@Sec.gov

Ms. Elizabeth M. Murphy
Secretary
Securities and Exchange Commission
100 F Street, NE
Washington.. DC 20549-0609

Re: Comments to Proposed Rules Regarding Registration ofMunicipal Advisors,
SEC Release No. 34-63576: File No. S7-45-10

Dear Ms. Murphy:

The following comments are submitted to the Securities and Exchange Commission (the "SEC'') by the
UNIVERSITY OF PITfSBURGH - OF THE COMMONWEALTH SYSTEM OF mGHER
EDUCATION ("Pitt"), LINCOLN UNIVERSITY - OF THE COMMONWEALTH SYSTEM OF
mGHER EDUCATION ("Lincoln"), THE PENNSYLVANIA STATE UNIVERSITY ("Penn State")
and TEMPLE UNIVERSITY - OF THE .COMMONWEALTH SYSTEM OF mGHER
EDUCATION ("Temple," and together with Pitt, Lincoln and Penn State, the "Universities," and each
individually, a "University") relating to SEC Release No. 34-63576 (the "Release"). The Release
proposes Rules 15Bal-l through 15Bal-7 (the "Proposed Rules'') to be issued by the SEC pursuant to
Section 975 ofthe Dodd-Frank Wall Street Refonn and Consumer Protection Act (the "Dodd-Frank Act")
to, among other things, implement pennanent registration requirements for municipal advisors with the
SEC. While we concur with the comments provided to the SEC by the Association ofGoverning Boards
of Universities and Colleges and the Board of Regents for the Oklahoma State University and
Agricultural and Mechanical Colleges pertaining to the Proposed Rules, we regard this issue of such
importance that it bears separate comment.

Each University is an instrumentality of the Commonwealth of Pennsylvania and a governmental issuer
of municipal securities. Therefore, the Universities are "municipal entities" for purposes of the Proposed
Rules. Each University is a "state-related" institution in Pennsylvania's Commonwealth System of
Higher Education governed by separate boards of trustees. While the board composition of each
University varies, each board is constituted in part by ex officio elected officials, ex officio members who
do not hold elective office, members appointed by certain elected officials, and members elected to the
boards pursuant to the respective University's bylaws (but not by the public electorate). There are also
non-voting ex officio trustees, emeriti trustees and other non-voting special board members. ln addition,
certain committees of the boards also include non-voting committee members, representing members of
the public, alumni, faculty, staff and student bodies. For more infonnation as to the specific board
composition ofeach University, please see Exhibit A attached hereto and incorporated herein.
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Definition ofMnnicipal Advisor

Pursuant to §240.l5BaI-I(d)(I) of the Proposed Rules, the term "municipal advisor" has the same
meaning as set forth in Section 15B(e)(4) of the Securities Exchange Act of 1934 (the "Exchange Acf'),
which reads, in part:

"(A) means a person (who is not a municipal entity or an employee of a municipal entity)
that-

(i) provides advice to or on behalf of a municipal entity or obligated person with
respect to municipal financial products or the issuance of municipal securities, including advice
with respect to the structure, timing, terms, and other similar matters concerning such financial
products or issues; or

(ii) undertakes a solicitation ofa municipal entity;"

The SEC in its discussion of the Proposed Rules has indicated that the exclusion from the definition of a
"municipal advisor" for "employees of a municipal entity" should include any person serving as an
elected member ofthe governing body ofthe municipal entity to the extent that person is acting within the
scope of his or her role as an elected member of the governing body of the municipal entity. The SEC
also expressed the opinion that it does not believe that appointed members of a governing body of a
municipal entity that are not elected ex officio members should be excluded from the definition of a
"municipal advisor." Further, the SEC asserts that this distinction is appropriate by stating that
employees and elected members are accountable to the municipal entity for their actions, but that
appointed members are not accountable for their performance to the citizens ofthe municipal entity.l

The Proposed Rules, if promulgated as presently contemplated by the SEC, would impose registration
requirements based on an arbitrary classification of board membership status (Le., elected or appointed,
employee or non-employee) instead of focusing on the nature of the services being rendered by such
persons to the municipal entity. For the reasons set forth below, we strongly urge the SEC to exclude
from the definition of "municipal advisor" all persons affiliated with the municipal entity, whether such
individuals are serving as trustees, directors, committee members, advisory board members, officers,
employees, or volunteers so long as such persons are acting solely within the scope of such relationship to
the municipal entity.

L Application of the Proposed Rules to the hoards of our Universities will have a disparate
impact on individual hoard members without any ratioual basis therefor.

Of the Universities' board members, only the Governor of Pennsylvania, the Mayor of the City of
Pittsburgh, Pennsylvania, the Mayor ofthe City of Philadelphia, Pennsylvania and the ChiefExecutive of
Allegheny County, Pennsylvania are serving as ex officio members by virtue ofholding an elective office,
and therefore would have the benefit of the Proposed Rules' exclusion from the defmition of "municipal
advisor." Other ex officio members serve by virtue of holding cabinet-level government appointments or
executive positions within the Universities, but are not elected to their official positions by the public. All
remaining members have been appointed or elected by the boards pursuant to their respective bylaws, and
none are elected by the public. The Proposed Rules' distinction between elected and appointed members

176 Fed. Reg. 834 (Jan. 6,2011).
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is inappropriate for municipal entity issuers such as the Universities, for which, unlike states or
municipalities, governing body members are not "elected" by the public electorate. If the SEC does not
broaden its exclusion to cover all members of our boards, then the Secretary of the Pennsylvania
Department of Education, the Secretary of the Pennsylvania Department of Conservation and Natural
Resources, and the Secretary of the Pennsylvania Department of Agriculture would have to register with
the SEC as municipal advisors. More importantly, with the exception of those few ex officio members
that are employees ofthe Universities, all of our remaining board members and most likely a vast number
of committee members, including community and student representatives, would also have to register
with the SEC as municipal advisors.

The registration requirements, including the related expense and potential federal securities law liability,
would undoubtedly cause current board members to consider resigning, and would certainly have a
"chilling effect" on the recruitment of private citizens to serve as board members. The Proposed Rules
will particularly dissuade potential board members with useful finance and investing backgrounds from
joining our boards. Such a result would be severely detrimental to the governance pmctices of the
Universities, would serve no public purpose, and would undermine the Universities' interest in promoting
citizen participation on their boards.

II. Consideration Shonld be Given to the Nature of Services Rendered by Board/Committee
Members

In the Release, the SEC describes three primary categories of municipal advisors to be regulated. They
are: (I) financial advisors, (2) investment advisors, and (3) third-party marketers and solicitors. The
comments go on to describe these groups as "distinct groups ofprofessionals that offer different services
and compete in distinct markets.,,2 Clearly, the board/committee members of our Universities, while
acting in their capacities as such, do not fall into any ofthe described categories.

Our boards and committees thereof serve as deliberative bodies with authority and responsibility for the
governance and welfare of their respective Universities. In connection with managing their oversight
responsibilities, various finance, budget, investment and similar committees of the Universities' boards
may review, recommend and approve certain courses of action with respect to the issuance of municipal
securities, use of municipal derivatives, and a number of other related financial and investment matters.
However, these actions are undertaken by the board/committee members solely in their fiduciary
capacities as board/committee members of the Universities. The SEC should interpret this advice as
being made "within" and not "to or on behalf oj' the Universities. As such, these board/committee
members should be viewed simply as part of the "municipal entity" similar to employees and they should
not be deemed to be "municipal advisors" for purposes ofthe Proposed Rules.

If the Proposed Rules are left unchanged or revised as currently proposed by the SEC, our boards'
primary functions - delibemtion, voting and exercising their fiduciary duties - will become regulated
activities. Those activities are not the typical activities of a professional municipal advisor, and such
regulation is well beyond the scope of the Congressional authority under which the Proposed Rules were
written.

276 Fed. Reg. 829 (Jan. 6, 2011).
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The SEC in its comments has indicated that it does not believe that whether a municipal advisor is
compensated for providing municipal advice should factor into the determination regarding whether the
municipal advisor must register. However, the SEC has mised the question whether there are any persons
who engage in uncompensated "municipal advisory activities" that should be excluded from the definition
of "municipal advisor." Compensation for the rendering of municipal advisory services should be an
important consideration in determining who must register as a municipal advisor.

In this regard, we recommend that the SEC carefully consider and adopt a similar framework of
defmitions and exemptions as those which currently exist under the Securities Act of 1933 (the
"Securities Act"), the Exchange Act, Investment Advisers Act of 1940 (the "Advisers Act"), the
Investment Company Act of 1940 (the "Investment Company Act"), and the rules and regulations
promulgated thereunder. Specifically,

• The term "investment adviser" as defined in the Advisers Act means "any person who, for
compensation, engages in ti,e business ofadvising otllers ..." (emphasis added).

• The term "investment adviser as defined in the Investment Company Act means "any person
(otller tllan a bonafide ojJicer, director, trustee, member ofan advisory board, 01' employee of
suell company as suell) who pursuant to contmct with such company regularlyfurnislles advice
to suell company ..." (emphasis added).

• The term "broker" as defined in the Exchange Act means "any person engaged in tile business of
effecting transactions in securities for tile accOlmt ofotllers" (emphasis added).

• Under Rule 240.3a4-1, an associated person ofan issuer ofsecurities shall not be deemed to be
a broker solely by reason of his participation in the sale of the securities of such issuer if the
associated person, among other things, is not compensated in connection with his participation by
the payment of commissions or other remuneration based either directly or indirectly on
transactions in securities (emphasis added).

• The term "dealer" as defined in the Exchange Act means "any person engaged in ti,e business of
buying and selling securities for such person's own account through a broker or otherwise"
(emphasis added). As provided as an exception to the definition of "dealer," the term "dealer"
does not include "a person that buys or sells securities for such person's own account, either
individually or in a fiduciary capacity, but not as a part ofa regular business" (emphasis added).

• The term "investment supervisory services" as defined in the Advisers Act means the "giving of
continuous advice as to the investment of funds on the basis of the individual needs of each
client" (emphasis added).

• Under Rule 203(bX3)-I(b)(4), an investment adviser is not required to count as a client any
person for whom an investment adviser provides investment advisory services witllout
compensation.

• Pursuant to Section 203(a) of the Advisers Act, it is unlawful for "any investment adviser, unless
registered under this section, to make use of the mails or any means or instrumentality of
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interstate commerce in connection with his or its business as an investment adviser" (emphasis
added).

Based on the foregoing examples, the most consistent approach to registration, regulation and ongoing
supervision would be to require those persons WIIO are regularly engaged in tire business ofproviding
municipal advisory activities to municipal entity dients to register as a "municipal advisor."
Presumably, to be regularly engaged in the business, such persons would be undertaking such activities
for compensation either directly or indirectly.

Only those board members regularly engaged in the business of providing municipal advisory services,
who are specifically engaged by a municipal entity to provide it with municipal advisory services
(separate and apart from their board positions) should be required to register as municipal advisors.

m. Existing Fiduciary Dnty and Acconntability

As noted by the SEC, the Exchange Act, as amended by the Dodd-Frank Act, grants the Municipal
Securities Rulemaking Board ("MSRB") regulatory authority over municipal advisors and imposes a
fiduciary duty on municipal advisors when advising municipal entities.3 Presumably, the distinction that
the SEC is attempting to make in its exclusions from registration between elected and appointed board
members is related to a perceived lack offiduciary duty or accountability by certain board members to the
citizens of the municipal entity.

Although the Universities' board members are not elected by the citizens of the communities, the citizens
have notice of and the right to attend all meetings at which official "agency business" is to be acted upon.
The General Assembly of the Commonwealth of Pennsylvania has found the right of the public to be
present at all meetings ofagencies and to witness the deliberation, policy formulation and decisionmaking
of agencies to be vitsl to the enhancement and proper functioning ofthe democratic process. Pursuant to
Pennsylvania's Sunshine Act,4 official action and deliberations by a quorum ofthe members of an agency
must take place at a meeting open to the public, unless otherwise specifically excepted by law. As state
related universities, the boards of trustees and all committees thereof authorized to take official action or
render advice on matters ofUniversity business are deemed to be an "agency" ofthe Commonwealth for
purposes of the Sunshine Act. Accordingly, all deliberations and official actions taken by the
Universities' boards of trustees relating to the issuance of municipal securities, including the structure,
timing, terms, and other similar matters, are held in open meetings with full disclosure and transparency.

Furthermore, each year the chief executive officer of each University is required by Pennsylvania law to
make a report of all of the activities of the University, instructional, administrative and financial, for the
preceding scholastic and fiscal year to its respective board of trustees, who then transmits the same to the
Governor and to the members of the General Assembly. As such, the Universities and their boards
provide a full accounting to elected officials ofthe Commonwealth ofPennsylvania.

3 See footnotes 59 and 60, 76 Fed. Reg. at 827-828 (Jan. 6,2011).

4 65 Pa.C.S.A.§70I at seq.



BJlD!Irth M. MiDphy
Peblllill)'22, 2011
Pip'

WIth IIlSJllIllt tD 1IJe apemtIoM ofeIlIh UDlvenl1y's IIoInI, 1hln Is DO J!Il!8!!fusIiaI dJsfInc!Itm betw_
eIeI:led orappulDll:d momben In tIrIIla ofthe_"'n' Jepl8lll\ :llducha)'obUptioua 10the UDIms1tles
tbIy-. All oftho laIlIIlIIIIlI\Ilm llIIIIllina t'Id1I:IsIy,."'hmoh'ptDthe Ullharsltlas tbIy.-ve, IIIlI
thIy I1R1l1lijIIItecl to peafiwD tbIr dDIles as a lJWJIeO, lD pod &Itb, IIIbjIlllt tD a duty of_ eIIlIbH-W
IIIIder 1'caDsylvmla law. An eddl1lmm! • of lldudlay duty spplla8llle tD sumo, but IIIIt all, boIRI
J""""hers solely 'balawie & board J"!""bar Is eppulDll:d arIIIlt e1IlIltecl by the &=eraI pubUo Is llQlII)IIeteIy
llI'bIbm)'emilIlIN' .y. _........
Farl!IIl_deilI:orlIlecl abcm, _ sIIIlDI1Y ursa tU SECto _aile &om tbo definItIan of"wuuhlIpuI
8dYI&m" all~ afR1hded wi1b tbo UDIimsltiLs (ar lIII)' otUr MiIi!in\w1 1IIlily). wIIcfb:r 8IIIlh
iDdIYlduaIs IIRI .-vIIlS as trustells, I!I:IbIllmii, hila.., !!!8I!IIIen, IIlItisar)' board rnmubolI, oftlamI"
~ ar va!Jmtlllln, so killsas 8lIIlh pcl'ICIIIS IIRIIIIlliDg IIllIe1y wi1biD 1he soape of llIl1lh l\'1BtignsNp
tD the UDlmsttr.:s (arather IIIlID!oIpIIlI'Idif\y). .

1lesplI:IfuIIy.

lOOVBIWIY OF PrITSBUJlGH-
OF THE COMMONWEALm SYSTEM
OPBIGHERllDUCAnoN

p,.,.Lhmlt
nhlllll1t)'Cmmsel8lld S· .y

THE PIOOISYLVANJA STATB1JN1\IERSD'\'

LINCOLNtJNIVERSllY-Oil 'IHIl
COMMONWBAL1H SYSTEM Oil
BIOHER.EDUCAnoN



B1""""'b M. Murphy
February22, 2011
Pap 6

Wllh IIlllpllllt to the OJIliilllluus of CIIlh UDiwmIty's'boanl, there fa lID J!It!IID"'afuJ cIlstluc!lltm botwlilli
oIIIlbldorappulullld m","bers In firma ofthe1IIIIIIbD'IepI8IId tIcIoalmyobUpt!mIa to tIIII Uolvwsltles
!bey-. AJ1 oftllll boaR\ IIII!I1I!gs IitIIDd Ina fIducI8iy ,.,latiu""Jdp to !be t1DIvaniJIos fbcy llWYO, lIIId
!hey 8R reqa/llld to po lim.. tIIo/r dDSIes as a fn1SJIlD, In good fidJh. BUbjeat to a duty ofClII'll estahI!&bcd
umler PmmsyMmla law. An MdltllllJll1 Iayar of t!duIlIIIy duty IIJIPIIosIIIo to _It, but DDt aU. board
memNrs so1eIy."",.ahoard !lIQ!!ber Is sppuIut.cicI or DDt eICC!lld by tbe pIIeIlI1 publfo Is oompIaJely
81b11lW)' artd ilin "1.

.I.I.AI.,..

Resps lfiIIly,

UNIVBllSlTYOFPlllSBUR.QR
OP11m COMMONWBALTH SYsmM
OF IDOHER.BDUCATION

TEMPLB llNMlRSlTY - OF TH8
COMMONWEALTH SYS'l'EM OP
InGJIERBDUCATION

THB PENNSYLVANIA STATE1lNlVERS1TY

LINOOLNlJNMlRSflY-OF TBB
COMMONWEALTHSYS'l'EMOF
HlOHBllEDUCATION



EXHIBIT A

Pitt's Board ofTrustees

Pitt's Board of Trustees is composed of 36 voting members consisting of Pitt's Chancellor and Chief
Executive Officer; 17 Term Trustees elected by the board; six Alumni Trustees elected by the board from
nominations from the Pitt Alumni Association; and 12 Commonwealth Trustees, four each appointed by
the Governor, the President Pro Tempore ofthe Pennsylvania Senate and the Speaker of the Pennsylvania
House of Representatives. The board also includes the Governor of Pennsylvania, the Secretary of the
Pennsylvania Department of Education, the Allegheny County Executive, and the Mayor of the City of
Pittsburgh, all four ofwhom are non-voting, ex officio members of the board. In addition, there is a class
of 16 Special Trustees elected by a voting majority ofthe board in accordance with Pitt's bylaws. Special
Trustees may attend all meetings of the board and are entitled to and exercise all rights, responsibilities,
and privileges of trusteeship, except the right to vote at board meetings. Emeritus Trustees, of which
there are currently 30 and are elected for life, may also attend board meetings but do not have voting
privileges.

Temple's Board ofTrustees

Temple's Board of Trustees consists of 36 voting members. Twelve trustees are designated
Commonwealth Trustees, four ofwhom are appointed by the Governor with the advice and consent of the
Pennsylvania Senate, four ofwhom are appointed by the President Pro Ternpore of the Senate, and four of
whom are appointed by the Speaker of the Pennsylvania House of Representatives. The other 24 Trustees
are elected by a majority of the voting members of the board then in office in accordance with Temple's
bylaws. The board also includes the Governor of Pennsylvania, the Secretary of the Pennsylvania
Department ofEducation, and the Mayor ofthe City of Philadelphia, all three ofwhom are non-voting, ex
officio members ofthe board.

Lincoln's Board ofTrustees

Lincoln's Board ofTrustees consists of 39 voting members. Eighteen members are designated University
Trustees, of whom at least three shall be graduates of Lincoln University, and shall be elected by
members of the board. One of the 18 University Trustees shall be a student representative elected by the
student body. Twelve members are designated Commonwealth Trustees, four of whom are appointed by
the Governor with the advice and consent of the Pennsylvania Senate, four of whom are appointed by the
President Pro Tempore ofthe Senate, and four ofwhom are appointed by the Speaker of the Pennsylvania
House of Representatives. Six members are Alumni Trustees elected by the board from nominations
submitted by the Alumni Association. The board also includes the President of Lincoln, the Governor of
Pennsylvania and the Secretary of the Pennsylvania Department of Education, all three of whom are
voting, ex officio members of the board. Emeritus Trustees may sit with the board at all regnlar or special
meetings but shall have no vote. Honorary Trustees may sit with the board at all regular or special
meetings but shall have no vote and shall not be more than four in number at any given time.

Penn State's Board ofTrustees

Penn State's Board ofTrustees is composed of32 voting members and one non-voting member consisting
of the President of Penn State, six members appointed by the Governor, nine members elected by alumni,
six members elected by delegates from organized agricultural societies within the Commonwealth, and
six members elected by the board representing business and industry encleavors in accordance with Penn
State's bylaws. The board also includes the Governor ofPennsylvania, the Secretary of the Pennsylvania
Department of Education, the Secretary of the Pennsylvania Department of Conservation and Natural
Resources, and the Secretary ofthe Pennsylvania Department ofAgriculture, all four ofwhom are voting,
ex officio members ofthe board.


